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2003 Highlights

Y;:, invested more than $30 million to upgrade our hotels.

fy Initiated plan to sell non-strategic assets, including 19 hotels, one office building and
A" three land parcels.

W~ Sold five of these hotels and the office building in 2003/2004, using a portion of the
V" proceeds to reduce debt by over $14 million.

Enhanced management with the addition of W. Thomas Parrington as president and
V< chief executive officer and promotion of Manuel E. (Hank) Artime to chief financial
officer.

@ Completed reorganization transition, which began in 2001, by bringing final 18
A" hotels out of bankruptcy. :

W h o W e A r e

Lodgian is-one of the largest independent owners and operators of hotels in the United States. As of
March 1, 2004 the company owned and/or operated 92 hotels with 17,417 rooms located
primarily in urban and secondary metropolitan markets in 30 states and Canada. Substantially all of
Lodgian’s properties are full-service hotels operated under franchise affiliations with the major
brands of InterContinental Hotels Group, Marriott International and Hilton Hotels.




LODGIAN

March 16, 2004

To Our Stockholders:

Despite the lingering effects of the worst lodging downturn in recent history, Lodgian made significant
progress in 2003. We continue to implement strategies and apply resources to improve the competitiveness of
our properties so we can take advantage of the expected rebound in the hotel economy this year. While we have
not fully completed our turnaround, we believe the worst is behind us and the future holds great promise.

We made significant measurable progress in several key areas during 2003 and the first two months of
2004:

1. Proven industry leadership. Our senior management team has shifted from a bankruptcy mode to an
operations and growth mode. 1joined the company in July as president and chief executive officer, and
Hank Artime was promoted to executive vice president and chief financial officer. To complement a
strong and experienced management team, we also promoted Linda Philp to vice president, chief
accounting officer, and Deborah Ethridge to vice president, finance and investor relations. We firmly
believe we now are appropriately structured and staffed to move to the next phase of our strategic plan.

2. Successful bankruptcy exit. We brought the last 18 hotels in our portfolio out of bankruptcy in May
2003 to complete the process begun in 2001. This emergence was financed with a new two-year
$80 million term loan.

3. Portfolio improvement strategy. In 2003, we put into motion a plan to realign our portfolio and
focus more on larger midscale hotels in primary and secondary markets. The plan includes selling
19 non-strategic hotels, as well as an office building and three land parcels, all of which are now
classified as discontinued operations. The hotels being sold generally are older and located in smaller
markets. To date, we have sold five hotels and the office building for an aggregate sales price of
$24.6 million. We have used the net proceeds to pay down $14.6 million of debt and to partially
finance the cost of refurbishing our remaining core hotels. Our plan is to complete the sale of the
14 remaining hotels and the three land parcels by the end of 2004.

4. Hotel renovation and repositioning program. In 2003, we initiated a $70-plus million program to
renovate and reposition our 78 continuing operations hotels. Our goal is to take maximum advantage
of the opportunities available to us as the lodging industry rebounds. During 2003, we invested
$30.7 million to upgrade these hotels and intend to spend approximately $40 million in 2004.
When this renovation and repositioning program is completed, our hotels will be highly competitive in
their respective markets, which we believe will allow us to gain market share and achieve sustainable
profitability.

5. Improved operating results. The fruits of these labors are beginning to appear in our operating results.
After our hotels stabilized in late summer, we began to see slow but steady improvement for the remain-
der of the year. From December 2003 through February 2004, we have shown significant improve-
ments in occupancy and room rate.

6. Revenues stabilizing. Despite this progress, results were disappointing in 2003. Revenue per available
room (RevPAR) at our 78 continuing operations hotels declined 3.5% for the year, reflecting the
difficult economy and our major refurbishment program. On a positive note, our RevPAR during
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the second half of 2003 was essentially even with the same period last year. With the improvements in
the first two months of 2004, we are gaining confidence as this year progresses.

In 2004, we are focusing on three key areas:

1.

Internal growth. We believe that the lodging industry will steadily improve during 2004 and 2005.
We will position our existing portfolio of hotels to take advantage of this recovery through our hotel
renovation and repositioning program. Using operating cash flows, proceeds from asset dispositions
and a portion of the net proceeds from our recently announced offering of common stock, we intend to
invest an additional $40 million in 2004.We have a strong and experienced operating team in place that
continues to manage our hotels, produce strong operating results, and maintain excellent relationships
with our franchisors.

We will continue to evaluate our existing portfolio, which may lead to additional repositionings or sales
over the next three years.

. Enhance our balance sheet. To further improve our balance sheet, we filed a registration statement

with the Securities and Exchange Commission to sell approximately $175 million of common equity.
The proceeds of the stock sale will be used to redeem our 12.25% Series A Preferred Stock, for our
hotel renovation and repositioning program, for hotel acquisitions, and for general corporate
purposes. Following the successful completion of the offering, our pro forma total debt will be
$478.9 million, a 22.9% reduction from year-end 2003.

Through our disposition plan, we have paid down $14.6 million in debt and expect to pay down approx-
imately $61.0 million more, subject to the successful sale of the remaining 14 hotels. As we reshape
our portfolio, we will be left with what we believe are stronger hotels, in good locations, in good
physical condition, with greater growth potential.

Growth from hotel acquisitions. Based on the expected improvement in lodging industry
fundamentals, we believe it is an opportune time in the lodging industry cycle to own and acquire
hotels. We intend to acquire or invest in additional hotels primarily through joint ventures with other
investors. We believe that entering into joint ventures will enable us to increase our revenues and
enhance our financial performance from both the management fees we would receive for operating the
hotels owned by the joint ventures, as well as from our ownership interest in those hotels. Under
certain circumstances, we also may seek to acquire select hotels on a wholly-owned basis.

We intend to focus our acquisition and investment efforts on limited service, midscale and upscale
hotels that are less than five years old, contain approximately 100 to 250 rooms and enhance our brand
diversification.

Looking Ahead

We believe that we have passed the bottom of the U.S. lodging industry cycle. Forecasts for RevPar

growth in 2004 are 4.5% or higher, driven by improvements in both supply and demand fundamentals. We must
take advantage of this recovery by utilizing the skills and experience of our management team and by
continuing to improve our portfolio.
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Many challenges remain ahead of us, including the need to renovate a substantial number of our rooms
with minimum disruption in the operations of the hotels being refurbished. The end result, however, will be a
significantly stronger portfolio of hotels.

The completion of our divestment program and the successful completion of our proposed equity
offering are also critical elements of our future success. Upon the completion of both, we expect to have
approximately $419 million of debt. And, as we begin our acquisition program, we intend to add properties that
can benefit from our strengths in asset and hotel management.

Every one of our 7,000 associates plays an important role in our success, and | sincerely thank them for
their dedication during difficult economic times and during our corporate restructuring.

We still have a significant amount of hard work and many challenges ahead of us. However, [ am
confident that we have a well-conceived plan, the best people to execute it, and that we are taking the proper
course to return the company to profitability and sustainable growth.

Sincerely,

2 S

W. Thomas Parrington
President and Chief Executive Officer
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PART I

Item 1. Business

1o

When we use the terms Lodgian, “we”, “our”, and “us”, we mean Lodgian, Inc. and its subsidiaries.

Our Company

We are one of the largest independent owners and operators of full-service hotels in the United States in
terms of our number of guest rooms and gross annual revenues, as reported by Hotel & Motel Management
Magarzine in September 2003. We are considered an independent owner and operator because we do not
operate our hotels under our own name. We operate substantially all of our hotels under nationally recognized
brands, such as “Crowne Plaza,” “Holiday Inn” and “Marriott.” As of March 1, 2004, we operated 92 hotels
with an aggregate of 17,417 rooms, located in 30 states and Canada. Of the 92 hotels, 78 hotels, with an
aggregate of 14,348 rooms, are part of our continuing operations, while 14 hotels, with an aggregate of 3,069
rooms, are held for sale. Our portfolio of 92 hotels consists of:

« 87 hotels that we wholly own and operate through sub51d1arlcs

« four hotels that we operate in joint ventures in which we have a 50% or greater voting equity interest.
and exercise control; and '

» one hotel that we operate in a joint venture in which we have a 30% non-controlling equity interest.

We consolidate all of these entities in our financial statements, other than the one entity in which we hold
a non-controlling equity interest and for which we account under the equity method.

Our hotels are primarily full-service properties that offer food and beverage services, meeting space arid
banquet facilities and compete in the midscale and upscale market segments of the lodging industry. We
operate all but five of our hotels under franchises obtained from nationally recognized hospitality franchisors..
We operate sixty-one of our hotels under franchises obtained from InterContinental Hotels Group as
franchisor of the Crowne Plaza, Holiday Inn, Holiday Inn Select and Holiday Inn Express brands. We operate
sixteen of our hotels under franchises from Marriott International as franchisor of the Marriott, Courtyard by
Marriott, Fairfield Inn by Marriott and Residence Inn by Marriott brands. We operate another 10 hotels under
other nationally recognized brands. We believe that these strong national brands aﬁ'ord us many benefits, such
as guest loyalty and market share premiums. ‘

Our management consists of an experienced teaim of professionals with extensive lodging industry
experience led by our president and chief executive officer, W. Thomas Parrington, who has been in the .
lodging industry for over 30 years, including most recently as chief executive officer of Interstate Hotels.
Company through 1998. Our chief operating officer, Michael Amaral, and our three reglonal vice presidents
have a combined 90 years of industry experience and our vice president of sales and marketing has 20 years of .
industry experience. We will use the experience of our management team to improve property-level
performance, implement our hotel renovation and repositioning program, dispose of hotels that do not fit our
strategy, identify potential acquisitions and maintain our relationships with our franchisors.

Our Operations

Our operations team is responsible for the management of our properties. Our chief operating officer and
three regional vice presidents of operations are responsible for the supervision of our general managers, who
oversee the day-to-day operations of our hotels. Our corporate office is located in Atlanta, Georgia. The
centralized management services provided by our corporate office include sales and marketing, purchasing,
finance and accounting, information technology, renovations, human resources, legal services, training and
quality programs. We believe that our centralized services and functions provide significant cost savings due to
economies of scale. :

Our corporate management team coordinates the financial and accounting functions of our business.
These functions include internal audits, insurance and contract review and overseeing the budgeting and
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forecasting for-our hotels. The-corporate management team also identifies new systems and procedures-to
employ within our hotels to improve efficiency and profitability. The corporate. management team -also
coordinates the sales forces for our hotels, designs sales training programs, tracks future business under:
. contract and identifies, employs and monitors marketing programs aimed at specific target "markets. Interior
design of all hotels, each hotel’s product quahty, and the detalled refurbrshment of exrstmg propertles are also
managed from our corporate headquarters : : :

We use: 1nformat10n systems at the corporate office to track each hotel’s daily occupancy, average daily
rate, room revenues and- food and beverage revenues. By having current information available, we are better
able 16 respond to changes in each market by focusing sales eﬂorts and making approprrate adJustments to
control expenses and maximize proﬁtabrhty

Creatmg cost and guest service efficiencies in each hotel is a top priority. With a total of 92 hotels in our
portfoho we believe we are able to realize 51gn1ﬁcant cost savings due to economies of scale-and that we are
able to secure volume pricing from vendors that may not be available to smaller hotel companies.

Corporate History

Lodglan was formed as a new parent company in a merger of Servico, Inc. and Impac Hotel Group, LLC
in December 1998. Servico was incorporated in Delaware in 1956 and was an owner and operator of hotels
under a series of different- entities. Impac was a private hotel ownership, management and development
company organized in Georgia in 1997 through a reorganization of predecessor entities. After the consumma-
tion: of the merger, our portfolio consisted of 142 hotels. ' o

" Between December-1998 and the end of 2001, a number of factors, including éur heavy debt load, a lack
of available funds to maintain the quality of our hotels, a weakening U.S. economy, and the severe decline in
travel in the aftermath of the terrorist attacks of September 11, 2001, combined to place adverse pressure on
our cash flow and liquidity. As a result, on December 20, 2001, Lodgian and -substantially all -of our
subsidiaries that owned hotels filed for voluntary reorganization under Chapter 11 of the Bankruptcy Code. At
the tlme of the Chapter 11 ﬁhng, our portfoho consisted of 106 hotels.

" Following the cons_ummatlon of our reorganization, we emerged from Chapter 11 with 97 hotels, eight of
our hotels having been conveyed to a lender in satisfaction of outstanding debt obligations and one having been
- returned to the lessor of a capital lease of the property. Of these 97 hotels, 78 hotels emerged from Chapter 11

on November 25, 2002, 18 hotels emerged from Chapter 11 on May 22, 2003 and one hotel never filed under
Chapter '11.. :

e Pursuant to ouerortfolio improvement strategy, during 2003 and- the first two months of 2004, we sold
- five hotels and one office building, and we have identified 14 other hotels and three land parcels as held for

sale. At March 1, 2004, our portfolio consisted of 92 hotels, 78 of which- are reflected i in contmumg operatrons
(including one hotel that we do not consohdate) , :

Franchrse Affiliations -

" We operate substantially all of our hotels under nationally recogmzed brands. We beheve thiat in addition
to beneﬁts in terms of guest loyalty and market share premiums, our hotels benefit from franchisors’ central
reservation systems, their global distribution systenis and their brand Internet booking sites. Reservatrons
made by means of these franchlsor facilities generally account for approximately 30% of our total reservatrons

We enter into franchlse agreements generally for terms of between 10 and. 20 years w1th hotel
franchisors. The franchise agreements typrcally authorize us to operate a hotel under the franchise name, at a
specific location or within a specified area, and require that we operate the hotel in accordance with the
‘standards specified by the franchisor. As part of our franchise agreements, we are generally required to pay a
royalty fee, an advertising/ marketing fee, a fee for the use of the franchisor’s nationwide reservation system
and certain ancillary charges. Royalty fees-generally range from 3.0% to 6.0% of gross: room revenues,
advértising/ marketing fees generally: range from 1.0% to 4.5% of gross room tevenues and reservation system-
fees generally range from:1.0% to 2:0% of gross room revenues. In 'the aggregate; royalty fees, advertising/
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marketing fees and reservation fees for the various brands under which we operate our hotels range from- 5. O%
to 12.5% of gross: room revenues. ‘

Set forth befow is a summary of our hotel pertfolio as of March 1, 2004, organized by franchisors, with
the brands, number of hotels and rooms represented by each, in continuing operations and discontinued
operations (including one hotel that we do not consolidate):

Continuing Discontinued .
Operations Operations . ‘Total
No. of . No. of No. of, .No. of No. of No. of
‘ Hotels.  Rooms Hotels . Rooms 'Hotels Rooms
InterContinental Hotels Group PLC (IHG) o
Holiday Inn . R e e 36 6,737 8 1,693 44 8,430
Holiday Inn Express(1) ............ P . 4 504 1 2145 718
Holiday Inn Select ................. P 4 1,096 1 397 5 1,493
Crowne Plaza*(2) ................ooiii... o1 18902 — = 1 1,02
Total IHG ......... i e e 51 10,239 10 2,304 . 61 12,543
Marriott Intematipnal,’fne. » o
Marriott .......... ... . TR 1 238 — — 1 238
Courtyard by Marriott........ e e 7 760 1 154 8. 914
Fairfield Inn by Marriott ..................... 5 563 — — 5 563
Residence Inn by Marriott ... ... e 2 177 — — 2 177
Total Marriott ... 1S 1,738 1 154 16 1,892
Hilton Hotels Corporatlon
Hilton . ... ... 3 587 — — 3 587
DoubleTree. . .....covviiiiiiii i P | 189 = 1 189
Total Hilton ............ e e v 4 776 — — 4 776
Choice Hotels Inﬁemational, Inc. | . .
Clarion ... e 2 590 - — — 2 590
Quality ... 2 307 — — 2 307
Total Choice ............ .0 . oiedeoiiiiiin, 4 897 .. - — — 4 897
Starwood Hotels & Resorts Worldw1de Inc. ‘ . ‘ -
Four Points...... S e e — —_ 1 189 . 189
Carlson Companies . '
Radisson ........ e 1 163 — — 1 163
Non-franchised hotels ..........:.. U e 3 535 2 422 5 957
Total All Hotels.................oiionis 78 14,348 14 3,069 92 17417

(1) Includes one hotel in discontinued operations for which we have entered into a voluntary termination of
the franchise agreement. ’ '

(2) Includes one hotel on which the exrstmg debt matures on J une 30, 2004 and for whrch we have escrowed‘
foreclosure documents

During the term of our franchise agreements the franch1sors may require us to upgrade facﬂltres to
comply with their current standards. Our current franchise agreements terminate at various times and have
differing remaining terms. For example, the terms of seven, twelve and ten of our franchise agreements are
scheduled to expire in 2004, 2005 and 2006, respectively. As franchise agreements expire, we may apply for a
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franchise ‘renewal. 'In “connection with renewals, ‘the franchisor may require payment of a renewal fee,
increased royalty and other recurring fees and substantial renovation of the facrhtles or the franchisor may
elect at its sole discretion not to renew the franchise.

-If we do not comply wlth the terms of a franchise agreement, following notice and an opportunity to cure
the noncompliance ‘or default, the franchisor has the right to terminate the agreement, which could lead to a
default-and acceleration under one or more of our.loan agreements, which could materially and adversely
affect us. In the past, we have been able to cure most cases.of noncompliance and most defaults within the
cure periods. If we perform an economic analysis of the hotel and determine that it is not economically
justifiable to comply with a franchisor’s requirements, we will either select an alternative franchisor or operate
~ the hotel without a franchise affiliation. This could-adversely affect us. See “Factors Which May Affect
Future Results — Risks Related to Our Busmess ?

As of March 1, 2004, we have been notified that we were not in compliance with some of the terms of ten
of our franchise agreements and have received default’and termination notices from franchisors with respect to
an additional five hotels: We cannot assure you that we will be able to.complete our action plans (which we
estimate will cost approximately, $6.4.million) to cure:the alleged instances of noncompliance and default prior
to the specified termination dates or be granted additional time in which to cure any defaults or other
noncompliance. We believe we aré in compliance with our other franchise agreements.

) In addition, as part of our bankruptcy reorganization proceedings, we entered into stipulations with each
of our major franchisors setting forth a timeline for completion of capital expenditures for some of our hotels.
‘However, as of March 1, 2004 we have not completed the required capital expenditures for 35 hotels in
accordance with the strpulatrons and estimate that the cost of completing these requlred capital expenditures
. 15 $26.1 mllhon A franchisor could therefore seek to declare its franchrse -agreement in default and could seek
1o termmate the franchlse agreement

With the except1on of one hotel held for sale, we believe that we w1ll cure the noncompliance and defaults
.on these hotels before the apphcable términation dates, but we cannot provide assurance that we will be able
‘to do so or that we will be able to obtain additional time in which to'do so. If a franchise agreement is
terminated, we will e1ther seleét an alternauve franchisor or operate the hotel independently of any franchisor.
However, terminating or changmg the ‘franchise affiliation of a hotel could require us to incur significant
expenses, 1nc1ud1ng quurdated damages ‘and capital expendrtures

i A

B Sales -and Marketmg

- We market our hotels through natlonal marketing programs that we coordinate with local sales managers
*"‘and a director of sales at most of our hotels. Although we make periodic modifications to our marketing plans
in order to address local’ differences and maintain a sales organization structure based on market needs and
local preferences we- generally utilize the same major marketing plans throughout the country. We develop
these concepts at our headquarters, while modifications are implemented by our hotels’ regional managers and
local sales force, all of whom are experienced in hotel marketing. Our local sales force reacts promptly to local
changes and market trends in order to customize marketing programs to meet each hotel’s competitive needs.
The local sales force is also responsible for developing and implementing marketing programs targéted at
specific customer segments within their respective markets. Our marketing efforts focus primarily on business
travelers, who account for roughly half of the rooms rented in our hotels.

" Our core market consists of busmess travelers who Visit a given area several times per year, such as sales
people who cover a regional terntory, government and military personnel, and technicians. We believe that
busrness travelers are attracted to our hotels because of their convenient locations, their proximity to corporate
headquarters plants, conventlon centers or other major facilities, the availability of ample meeting space and
our high level of service. Our sales force markets to organizations that can utilize a high volume of room nights
.and that have a significant number of individuals traveling in our operating regions. We also target groups and
conventions by focusing on the proximity of our hotels to nearby convention or trade centers. Our hotels’ group
meeting logistics iriclude flexible ‘space readily adaptable to-groups of varying size; up-to-date audio-visual
equipment and on=site catering facilities. ‘ :




In addition. to the business market, our targeted customers include leisure ‘travelers looklng for
comfortable and convenient lodging at an affordable price.. -

Our franchised hotels use the centralized reservation ‘systems of our franchisors, which we believe are
among the more advanced reservation systems in the lodging industry. The franchisors’ reservation systems
receive reservation requests entered (1) on terminals located at' all of their. respective properties, (2) at
reservation centers utilizing 1-800 phone access, (3) through global distribution systems and (4) through
Internet booking sites. These reservation systems immediately confirm reservations or indicate accommoda-
tions available at alternate hotels in the respective ‘franchisors’ systems. Confirmations are transmitted
-automatically to the hotel for which the reservations are made. These systems are effective in directing
customers to our franchised hotels and account for approximately 30% of our revenues.

Joint Ventures

. As of March 1, 2004, we ‘operate four hotels in joint ventures in ‘which we have a 50% or greater voting
equity interest and exercise control, and we operate one hotel in a joint venture in which we have a 30% non-
controlling equity interest. In each joint venture, we share decision making authority with our joint venture
partner and may not, and in the case of our hotel in whrch we do not have a controlling interest, have sole
discretion with respect to a hotel’s disposition. - -

Growth_Strategy“ ,» ” o . 'v - | L

We bel1eve that occupancy and ADR, and consequently RevPAR in our contlnulng operatlons w1ll
increase as a result of an expected improvement in lodging industry supply and demand fundamentals, our
hotel renovation and repositioning program, and our strong management team. We believe our planned capital
expenditures and operational improvements will generate increased revenues and enhance our financial
performance. Additionally, we will continue to monitor the ongomg perforrnance of our’ hotels aspart ‘of our
portfoho 1mprovement strategy. ¢ .

Based on the expected 1mprovement in lodging industry fundamentals we bel1eve itis an opportune time
in the lodging industry cycle to own and acquire hotels. We intend to acqulre or invest in additional hotels
primarily through joint ventures with other investors. We believe that entenng into joint ventures will enable
us to increase our revenues and enhance our financial performance from both ‘the management fees we would
receive for managing the hotels owned by the joint ventures, as well as from our ownership interest in those
hotels. Under certain circumstances we also may seek to acquire select hotels on a wholly-owned basis.

We intend to focus our acquisition and investment efforts on limited semce m1dscale and upscale hotels
that are less than five years old, contain approx1mately 100 to 250 rooms and enhance our brand
diversification. _ I o o N

Competltlon and Seasonallty

The hotel business is highly competitive: Each of our hotels competes.in 1ts market area w1th numerous
other hotels operating under various lodging brands, and with other lodging establishments. National chains,
including in many instances chains from which we obtain franchises, may compete with us in.various markets.
There is, however, no single competitor or group of competitors of our hotels that is consistently located
nearby and competing with most of our hotels. Our competition is highly fragmented and is comprised of
public companies, prlvately -held equity funds, and relatively small, private owners and operators of hotels.
Competitive factors in_ the lodging industry include, among others, supply in a part1cular ‘market, franchise
affiliations, reasonableness of room rates, quality of accommodations, service levels, convenience of locations
and amenities customarily offered to the travehng public. In. addmon ‘the development of travel related
Internet web sites has increased pnce awareness among travelers and price competttlon among stm1larly
located, comparable hotels

Demand for accommodations, and the resultmg cash flow, vary seasonally The h1gh season tends to be
the summer months for hotels located in colder climates and the winter months for properties located in
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warmer climates. Aggregate demand for accommodations in our portfolio is, however, lowest during the winter
. months. Levels of demand are dependent upon many factors that are beyond our control, including general
and local economic conditions and changes in levels of leisure and business-related travel. Our hotels depend -
on both busmess and leisure travelers for revenues.

We also. compete with other hotel owners and operators with respect to obtaining desirable franchrses for
upscale and midscale hotels in targeted markets and acquiring hotels to renovate and reposition.

The Lodging Industry

We believe that we have passed the bottom of the U.S. economic and lodging industry cycle, based .on
industry forecasts, general economic forecasts and historical data. After two consecutive years of declines in
2001 and 2002 in revenue per available room, or RevPAR, the U.S. lodging industry shiowed signs of recovery
in the second half of 2003, with full year RevPAR growth of 0.5% according to Smith Travel Research. For
2004, Smith Travel Research recently forecasted annual U.S. lodging industry RevPAR growth of 4.5% and
an annual increase in demand, as' measured by average daily rooms sold, of 4.0%, which it forecasted will
outpace ‘the annual net change in supply of 1.4%. Although these are only industry forecasts, and do not apply
specifically :to our portfolio of hotels, based on forecasted industry fundamentals, we believe that it is an

- opportune time in the business cycle to own, acquire and reinvest in hotels. '

As illustrated by the graph below, thie U S. lodging industry enjoyed nine years of consecutive positive
RevPAR growth from 1992 through 2000 following the economic recession of 1991. The periods of greater
RevPAR growth over thls tinie period- generally occurred when growth in room demand exceeded new supply
growth. : : - :
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Properiies

We retain respons1b111ty for all aspects of the day to- day management of each of our hotels We estabhsh
and implement standards for hiring, trammg and supervising staff, developing and maintaining financial
controls, complying with laws and regulations relating to hotel operations and providing for the repair and

maintenance of the hotels.




Portfolio
Our hotel portfolio, as of Ma_rgﬁh 1, 2004, by frqnchisor, is set forth below.

Year of
Last Major
) No. of ‘ Renovation or
Franchisor/Hotel Name o . : Rooms Location Construction
InterContinental Hotels Group PLC (IHG) (61 hotels)
Crowne Plaza Albany ................... ... 384  Albany, NY 2001
Crowne Plaza Cedar Rapids .................... 275  Cedar Rapids, IA = ‘ 1998
Crowne Plaza Houston ........ R 291 Houston, TX . 1999
Crowne Plaza Macon (60% owned)(l) e ' 297  Macon, GA : ’ 1996
Crowne Plaza Plttsburgh e 193 Pittsburgh, PA ‘ 2001
Crowne Plaza West Palm Beach (50% owned) .. .. 219 West Palm Beach, FL 2001
Crowne Plaza Worcester . ................. R . 243  Worcester, MA 1996
Holiday Inn Arden Hills ............ . 156  St. Paul, MN B 1995
Holiday Inn Austin — South(2) ................ 210 Austin, TX . . . 1994
Holiday Inn Brunswick ........................ 126  Brunswick, GA ‘- 771998
Holiday Inn BWI Airport ......... ..., - 260  Baltimore, MD . . 2000
Holiday Inn City Center (30% owned) ........... 240 Columbus, OH . 2002
Holiday Inn Clarksburg..................... ... - 159  Clarksburg, WV 1997
Holiday Inn Cromwell Bridge. .................. 139 Cromwell Bridge, MD 2000
Holiday Inn East Hartford ..................... 130  East Hartford, CT 2000
Holiday Inn Express Dothan.................... 112 Dothan, AL C 2002
Holiday Inn Express Gadsden .................. , 141  Gadsden, AL 1996
Holiday Inn Express Palm Desert ............... - .129 ~ Palm Desert, CA 2003
Holiday Inn Express Pensacola North(2)(3) ...:..0 . 214 - Pensacola, FL ] T 1996
Holiday Inn Express Pensacola Unlversny Mall ‘“-‘.12,2 . Pensacola, FL 2002
Holiday Inn Fairmont ..........: A ~ 106° Fairmont, WV o 1997
Holiday Inn Florence(2).......... e 105~ Florence, KY - - 1997
Holiday Inn Fort Wayne . .. ... e 208  Fort Wayn¢, IN 1995
Holiday Inn Frederick . . . ._.' .................... 158  Frederick, MD 2000
Holiday Inn Frisco........... e 217  Frisco, CO ' 1997
Holiday Inn Glen Burnie North................. 127  Glen Burnie, MD 2000
Holiday Inn Grand Island(2) ...... e 261  Grand Island, NY 2000
Holiday Inn Greentree. ..........ccoiiiniun... 201  Pittsburgh, PA ' - 2000
Holiday Inn Hamburg ....... P 130 Buffalo, NY 1998
Holiday Inn Hilton Head ...................... 201  Hilton Head, SC © 2001
Holiday Inn Inner Harbor. .. ... S e .~ 375 ° Baltimore, MD. 2000
Holiday Inn Jamestown........................ ‘ 146 Jamestown, NY 1998
Holiday Inn Jekyll Island(2) ................. o198 Jekyll Island, GA ': 2000
Holiday Inn Lancaster (East) .................. 189  Lancaster, PA ' 2000
Holiday Inn Lansing West ...... IR S 244  Lansing, MI 1998
Holiday Inn Lawrence .. ........... c.covvun... 192 - Lawrence, KS 2002
Holiday Inn Manhattan............... ........ 197 < Manhattan, KS a 2002
Holiday Inn Marietta. . . . .. P ... 193 Marietta, GA 2003




Year of

Last Major
. No. of Renovation or
Franchisor/Hotel Name Rooms Location Construction
Holiday Inn McKnight Road ................... 146  Pittsburgh, PA 1995
Holiday Inn Meadowlands ..................... 138  Pittsburgh, PA 1996
Holiday Inn Melbourne (50% owned)........... - 295  Melbourne, FL 2002
Holiday Inn Memphis(2) .......... S 173 Memphis, TN 1998
Holiday Inn Monroeville . ... ... e e 188  Monroeville, PA 1998
Holiday Inn Morgantown(2) ................... 147 Morgantown, WV 1997
Holiday Inn Sunspree Resort Myrtle Beach .. .. ... 133 Myrtle Beach, SC 1998
Holiday Inn Parkway East(2) .................. 177  Pittsburgh, PA 2001
Holiday Inn Phoenix West ..................... 144  Phoenix, AZ 2003
Holiday Inn Rolling Meadows(2) ............... 422  Rolling Meadows, IL 2000
Holiday Inn Santa Fe .......... PR 130  Santa Fe, NM 2003
Holiday Inn Select DFW Airport ............... 282  Dallas, TX 1997
Holiday Inn Select Niagara Falls(2) ............. 397  Niagara Falls, NY 1999
Holiday Inn Select Phoenix Airport.............. 298  Phoenix, AZ Being Renovated
Holidéy Inn Select Strongsville ................. 302  Cleveland, OH 1996
Holiday Inn Select Windsor .................... 214  Windsor, Ontario Being Renovated
Holiday Inn Sheffield.......................... 201  Sheffield, AL 1996
Hotiday Inn Silver Spring .. ...... e 231  Silver Spring, MD 1998
Holiday Inn St. Louis North ................... 390  St. Louis, MO 1996
Holiday Inn University Mall.................... 152  Pensacola, FL 1997
Holiday Inn Valdosta.......................... 167  Valdosta, GA 2003
Holiday Inn Winter Haven ..................... 228  Winter Haven, FL 1998
Holiday Inn York........ . ... ... .. .. ... 100 York, PA 2000
Total THG . ............. ... i, 12,543

Marriott International, Inc. (16 hotels)
Courtyard by Marriott Abilene.................. 99  Abilene, TX 1996(4)
Courtyard by Marriott Bentonville .. ............. 90  Bentonville, AR 1996(4)
Courtyard by Marriott Buckhead . ............... 181  Atlanta, GA Being renovated
Courtyard by Marriott Florence .............. L 78  Florence, KY Being renovated
Courtyard by Marriott Lafayette ................ 90 Lafayette, LA 1997 (4)
Courtyard by Marriott Paducah ................. 100 Paducah, KY 1997(4)
Courtyard by Marriott Revere(2) ............... 154  Revere, MA 1999
Courtyard by Marriott Tulsa................. ... 122 Tulsa, OK 1997(4)
Fairfield Inn by Marriott Augusta ............... - 117 Augusta, GA 2002
Fairfield Inn by Marriott Colchester ............. 117  Colchester, VT 2002
Fairfield Inn by Marriott Jackson ............... 105  Jackson, TN 2002
Fairfield Inn by Marriott Merrimack . ............ 116 ~ Merrimack, NH 1998(4)
Fairfield Inn by Marriott Valdosta............... 108  Valdosta, GA’ 1997(4)
Marriott Denver ........ ... ... i 238  Denver, CO 1998



Year of

Last Major
: No. of Renovation or
Franchisor/Hotel Name Rooms Location Construction
Residence Inn by Marriott Dedham ............. 81 Dedham, MA Being renovated
Residence Inn by Marriott Little Rock ........... ___ 96 Little Rock, AR 1998
Total Marriott ............... e 1,892
Hilton Hotels Corporation (4 hotels)
Doubletree Club Philadelphia................... 189  Philadelphia, PA 2003
Hilton Fort Wayne............................ 244  Fort Wayne, IN 2003
Hilton Columbia.............................. 152  Columbia, MD 2003
Hilton Northfield ............................. __ 191  Troy, MI 2003
Total Hilton . . .......................... ... 776 '
Choice Hotels International, Inc. (4 hotels)
Clarion Northwoods Atrium Inn ................ 197  Charleston, SC 1994
Quality Hotel Metairie ........................ 205 New Orleans, LA 1995(4)
Clarion Hotel Louisville ....................... 393  Louisville, KY 2000
Quality Inn Dothan ........................... __ 102 Dothan, AL 1996
Total Choice. ............. ... .. ... ... ... 897
Starwood Hotels and Resorts Worldwide, Inc. (1 hotel)
Four Points Niagara Falls(2) ................... 189  Niagara Falls, NY 1999
Total Starwood ............................ 189
Carlson Companies (1 hotel)
Radisson Phoenix Hotel ....................... 163 Phoenix, AZ Being renovated
Total Carlson .............................. 163
Non-franchised hotels (5 hotels)
Downtown Plaza Hotel, Cincinnati(2) ...... e 243 Cincinnati, OH 1998
French Quarter Suites Memphis ................ 105 Memphis, N 1997
The Mayfair House(2) ...............coovii.. 179  Miami, FL 2003
New Orleans Airport Plaza Hotel (82% owned) ... 244  New Orleans, LA 1996(4)
University Inn, Bloomington.................... __186  Bloomington, IN 1992
Total Non-franchised(5) .................... 957
Total hotels (92 hotels) ....................... 17,417

(1) The existing debt for this hotel matures on June 30, 2004, and we have escrowed foreclosure documents

with respect to this debt.

(2) These hotels are held for sale and accounted for in discontinued operations.
(3) We have entered into a voluntary termination of the franchise agreement for this hotel.

(4) Renovations planned for 2004,

We sold the following hotels between January 1, 2004 and March 1, 2004:

» Holiday Inn Baltimore West, MD;

« Holiday Inn Market Center, Dallas, TX;
« Holiday Inn Syracuse, NY; and

» Holiday Inn Fort Mitchell, KY.
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Fourteen of our hotels are located on land subject to long-term leases. Generally, these leases are for
terms in excess of the depreciable lives of the building. We also have the right of first refusal on several leases
if a third party offers to purchase the land. We pay fixed rents on some of these leases; on others, we pay fixed
rents plus additional rents based on a percentage of revenue or cash flow. Some of the leases are subject to
periodic rate increases. The leases generally require us to pay the cost of repairs, insurance and real estate
taxes. .

Dispositions

During 2001, prior to our Chapter 11 filing, we sold six hotels. In January 2003, in connection with our
emergence from Chapter 11, eight hotels were conveyed to a secured lender in satisfaction of indebtedness and
one hotel was returned to the lessor of a capital lease. During 2003, we developed a plan to reduce debt and
interest costs, and to implement a portfolio improvement strategy, in order to enhance our future growth.
Pursuant to this strategy, during 2003 and the first two months of 2004, we sold five hotels and one office
building, and we have identified 14 hotels and three land parcels-as held for sale. As of March 1, 2004, our
portfolio consisted of 92 hotels, 78 of which are reflected in continuing operations (including one hotel that we
do not consolidate).

Number of
Land Office
Hotels Parcels Building
Operated at January 1, 2001 .. .......uoriininie i 112 3 1
Sold .during 2001 ........... P _(6) - —
Operated at December 31, 2001 ....... P, R 106 3 1
Dispositions during 2002. . ......... ... i — - —
Operated at December 31,2002 .......... ... 106 3 1
- Conveyed to lender in January 2003 ................. .. ... .... (8) — —
Returned to the lessor of a capital lease in January 2003 ......... (1) — —
Soldin 2003 . ... L) = )
Operated at December 31, 2003 ........ P - 96 3 —
Sold between January 1 and March 1, 2004 .................... 4 = —
- Operated at March 1, 2004 ... ... P 92 3 —

As previously discussed, 14 hotels and three land parcels remain held for sale as of March 1, 2004.

Hotel data by market segment and region

The following two tables present data on occupancy, ADR and RevPAR for the hotels in our portfolio
(including one hotel that we do not consolidate) at December 31, 2003, by market segment for 2003, the 2002
Combined Period and 2001. During the first two months of 2004, we sold four of the hotels included in the
following table as part of our discontinued operations.
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Figures for the 2002 Combined Period combine the period before- we emerged from Chapter 11
(January 1, 2002 to November 22, 2002) and-the post-emergence period (November 23, 2002 to Decem-
ber 31, 2002). ' ‘ A

Combined Continuing and Discontinued Operations —96 hotels ‘
2002

2003 Capital December 31, Combined December 31,
Expenditures 2003 Period 2001
(8 in thousands) "
Upper Upscale '
Number of properties . ... ... e $13,232 4 " 4 4
Number of rooms ................. “ 825 o825 825
Occupancy ......oovvvevevnaennn. ) 60.7% ' 65.6% 64.1%
ADR..........ooiiiiii N $90.98  $9341  $101.92
RevPAR ....................... o $ 5523  $61.32 $ 65.36
Upscale ‘ :
Number of properties . ............. 2,353 18 18 19
Number of rooms ................. 3,156 3,156 3,400
Occupancy .......oovvvvenenn... 65.9% 67.6% 64.3%
ADR ... $ 82.78 $ 83.20 $ 86.40
ReVPAR .........ooviiinii... - $5454  $ 5627 $ 55.52
Midscale with Food & Beverage o ' ‘ : -
Number of properties .............. - 12,308 59 59 60
Number of rooms ................. 11,945 11,795 11,981
Occupancy . ...coovvvinennnnnnn.. 56.3% 57.4% 60.1%
ADR ... ... ' $ 70.79 $ 70.68 - $ 73.00
RevPAR ............... DU $ 3987  $4058  $ 4387
Midscale without Food & Beverage -
Number of properties .............. 2,330 10 8 .10
Number of rooms . ................ ‘ 1,281 1,047 1,281
OCCUPANCY ..o e e ' 52.9% 55.7% 59.6%
ADR ... ... . $ 57.51 $ 5594 $ 57.29
RevPAR ...........cocoiiiinn... ~$3041  $3L17  $ 3416
Independent Hotels ‘
Number of properties .............. 3,742 5 7 3
Number of rooms . ................ ’ 957 ©1,341 0 7 677
Oceupancy .........covvvvvnnn... : 38.2% 44.6% 43.9%
ADR.............cooii | $ 7390  $ 7348  § 9251
RevPAR ........... S $ 28.23 $ 32.78 $ 40.62
All Hotels
Number of properties .............. 33,965 96 96 96
Number of rooms . ................ 18,164 18,164 18,164
Occupancy .........oooiveiniinnn. 57.0% 58.5% 60.4%
ADR ...t ' $ 7341  $7370  $ 76.50
RevPAR ....... ... ... ... ... $ 41.83 $ 43.13 $ 46.22
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Continuing Operations —78 hotels

2003 Capital December 31, Co%l?l())izned December 31,
Expenditures 2003 Period 2001
($ in thousands)
Upper Upscale '
Number of properties .............. - $13,232 4 4 4
Number of rooms ................. 825 825 825
Occupancy . ... : 60.7% 65.6% 64.1%
ADR....... .. ... ' ’ $90.98 $93.41 $101.92
RevPAR ........ ... it , $55.23 $61.32 $ 65.36
Upscale Lo '
Number of properties .............. 2,323 17 17 18
Number of rooms ............ S 3,002 3,002 3,246
- Oceupancy ... e 66.1% 67.5% 64.3%
ADR ... ... $83.45 $83.58 $ 85.83
RevPAR ........... ... $55.14 $56.39 $.55.18
Midscale with Food & Beverage -
Number of properties .............. 11,194 45 44 : 45
Number of rooms ................. 8,919 8,526 8,712
Occupancy ............cooovvuun... 59.2% 61.6% 63.9%
ADR....... S ' $71.57 $72.23 $ 74.66
RevPAR..... P $42.35 © $44.47 $ 47.67
Midscalé. without Food & Beverage B
Number of properties .............. 2,297 9 A 9
Number of rooms ................. 1,067 833 1,067
Occupancy .. ... SR e 53.9% 57.6% 62.4%
ADR........... PN $58.70 $56.54 $ 57.79
RevPAR ... .. S _ $31.64 $32.55 $. 36.07
Independent Hotels
Number of properties .............. . 1,703 3 6 2
Number of rooms ....... e 535 1,162 498
Oceupancy . .............. o ‘ 41.4% 44.1% 39.6%
ADR.... ... $61.98 $64.34 $ 65.83
RevPAR................. e $25.64 $28.40 $ 26.07
All Hotels : '
Number of properties .............. 30,749 78 78 78
Number of rooms ....... [ 14,348 14,348 14,348
OCCUPANCY ..ot 59.7% 61.4% 63.0%
ADR ... .o $74.34 $74.83 $ 77.39
RevPAR ... ... i, $44.35 $45.94 $ 48.77

The categories in the tables above are based on the Smith Travel Research Chain Scales and are defined
as: '

Upper Upscale: Hilton and Marriott;

Upscale: Courtyard by Marriott, Crowne Plaza, Radisson and Residence Inn by Marriott;

Midscale with Food & Beverage: Clarion, DoubleTree, Four Points; Holiday Inn, Holiday Inn Select,
Holiday Inn SunSpree Resort and Quality Inn; and

« Midscale without Food & Beverage: Fairfield Inn by Marriott and Holiday Inn Express.
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The following two tables present data on occupancy, ADR and RevPAR for the hotels in our portfolio
(including one hotel that we do not consolidate) at December 31, 2003, by geographic region for 2003, the
2002 Combined Period and 2001. During the first two months of 2004, we sold four of the hotels included in
the table below in discontinued operations. ’

Combined Continuing and Discontinued Operations — 96 hotels

2003 Capital December 31, Cofl?l?izned December 31,
Expenditures 2003 Period . 2001
) {$ in thousands)
Northeast Region
Number of properties .............. $ 7,556 37 .37 37
Number of rooms ................. . 7,009 7,009 7,009
Occupancy ..........oovvvieen... 60.3% 61.8% 61.7%
"ADR ... e $79.56 $77.92 $80.82
RevPAR ..............0.... . ... $47.95 $48.16 $49.87
Southeast Region : ' «
Number of properties .............. 9,273 “33 33 33
Number of rooms ................. 5,695 5,695 5,695
Occupancy .............. e 55.2% 55.8% 57.9%
ADR ................. PR $67.02 $67.93 $69.94
RevPAR ................o ... $37.00 $37.91 $40.49
Midwest Region
Number of properties .............. - 11,890 © 19 . 19 _ 19
Number of rooms ................. 4,141 4,141 4,141
Occupancy .......c.ovvvvminnnnennn. 52.0% 549% - 59.7%
ADR ................... e $69.05 $71.44 $74.72
RevPAR .................. ... $35.91 $39.23 $44.60
West Region S
Number of properties .............. 5,246 7 A 7
Number of rooms ....... PR ©1,319 1,319 1,319
OCCUPANCY ... 62.8% 64.0% ' 66.8%
ADR ................... e - $77.69 $79.92 '$84.83
RevPAR ... .. [ PR $48.79 $51.12  $56.68
All Hotels , . . .
Number of properties .............. 33,965 96 96 96
Number of rooms ...... U , 18,164 18,164 18,164
Occupancy .............. e 57.0% 58.5% 60.4%
ADR........... N e $73.41 $73.70 . $76.50
RevPAR . ........ ... ... ..., . $41.83 $43.13 $46.22
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Continuing Operations — 78 hotels

2002

The regio}ls in the table above are defined as:

2003 Capital December 31, Combined  December 31,
Expenditures 2003 Period 2001
. r (8 in thousands)
Northeast Region - s .
Number of properties .................... . $7,007 28 28 28
Numberof rooms ......................... 5,154 5,154 5,154
OCCUPANCY oo oot e et it 64.3% 66.3% 66.2%
ADR ... . $81.76 $81.09 $84.12
RevPAR .. .o $52.57 $53.76 $55.66
Southeast Region
Number of properties ...................... 7,033 27 27 27
Numberof rooms ......................... - 4,612 4,612 4,612
Occupancy .............. P 56.8% 57.8% . 60.0%
ADR .. $67.12 $67.42 $68.46
CRevPAR L $38.15 $38.96 $41.08
Midwest Region
- Number of properties ...................... 11,463 16 16 16
Number of rooms ......................... ‘ 3,263 3,263 3,263
OCCUPanCY . ...vvit e 55.0% 57.7% 60.7%
ADR ... . $69.67 $71.67 $75.01
RevPAR ... . $38.33 $41.35 $45.57
West Region
Number of properties ...................... 5,246 7 7 7
Number of rooms ........ e T 1,319 1,319 1,319
Occupancy . ....oovviiiiiie e 62.8% 64.0% 66.8%
ADR .. $77.69 $79.92 $84.83
RevPAR ............ e U $48.79  $51.12  $56.68
All Hotels' ' '
Number of properties ...................... 30,749 78 78 78
Number of rooms ... .. P L 14,348 14,348 14,348
OCCUPANCY .\ o vveee e e e, 59.7% 61.4% 63.0%
ADR ... $74.34 $74.83 "$77.39
1303971 S $44.35 $45.94 $48.77

Northeast: Canada, Connecticut, Massachusetts, Maryland, New Hampshire, New York, Ohio,

Pennsylvania, Vermont, West Virginia; .

Southeast: Alabama,‘Flo’rida, Georgia, Kentucky, Louisiana, South Carolina, Tennessee;

Midwest: Arkansas, [owa, Illinois, Indiana, Kansas, Michigan, Minnesota, Missouri, Oklahoma, Texas;

and

West: Arizona, California, Colorado, New Mexico.
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Hotel Encumbrances

All of our hotels are pledged as collateral to secure long-term debt. The following table summarizes the
book values of our hotel assets (except for one hotel that we do not consolidate) along with the related long-
term debt (including current portion) which they collateralize as of December 31, 2003. “Book value” means
the value at which the asset is reflected in our consolidated financial statements. Financial statement book
values are presented in accordance with U.S. generally accepted accounting principles (“GAAP”), but do not
necessarily represent fair market values.

December 31, 2003

Number Property, Plant Long-term
of Hotels and Equipment, net(1) Obligations (1)

(8 in thousands)

Exit Financing

Merrill Lynch Mortgage Lending, Inc. — Senior . $216,052
-Merrill Lynch Mortgage Lending, Inc. — Mezzanine ) 83,281
Merrill Lynch Mortgage Lending, Inc. — Total 56 $401,793 299,333
Computershare Trust Company of Canada .. ... | . 14,106 7,521
Lehman Financing ’ ’
Lehman Brothers Holdings, Inc. .............. 17 69,539 76,449
Other Financings - ’ '
Column Financial, Inc. ..................... 9 61,681 27,300
Lehman Brothers Holdings, Inc. .............. -5 38,125 23,409
JP Morgan Chase Bank ..................... 2 8,913 10,644
DDL Kinser........ ..., 1 3,188 2,385
First Union Bank............. . ..coiviinn... 1 4,297 3,359
Column Financial, Inc. .............. U 1 6,491 - - 8,943
Column Financial, Inc. ..................... 1 6,120 : 3,206
Robb Evans, Trustee........................ 1 6,365 - 6,982
“Total — Other Financings ................... 21 135,180 86,228
95 620,618 469,531
Long-term debt — other
Deferred interest — long-term .. ........ e — — 4,337
"Deferred rent on a long-term ground lease. .. ... — ' = o 2,506
Tax notes issued pursuant to our Joint Plan of
Reorganization .......... e — — 1,957
Other...... ... ... .. i, e — ‘551
| = " — ‘ 9,351
Property, plant and equipment — other ........ — 4824 - —
95 625,442 478,882
Held forsale .......... N @) ‘ - (61,624) - (53,204)

 Total December 31,2003 ... 5.0 .. ... i -$563,818 $425,678

(1) Excluded are long-term obligations and property, plant and equipment of one hotel in which we have a
non-controlling equity interest and do not consolidate.
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Insurance
'~ We maintain the following types of insurance:
o general liability, a
.+ property damage;
"+ ‘directors’ and officers’ llab1hty,
* liquor liability;
« workers’ compensation;
* fiduciary liability;
« business automobile; and
« environmental insurance (on certain properties).

We are self-lnsured up to certain amounts with respect to our insurance covcrages We establish liabilities
for these self-insured obligations annually, based on actuarial valuations and our history of claims. If these
claims exceed our estimates, our future financial condition and results of operations would be adversely
affected. As of December 31, 2003, we had an accrued balance of approximately $10 million for these
expenses, - :

There are other types of losses for which we cannot obtain insurance at all or at a reasonable cost,
including losses caused by acts of war. If an uninsured loss or a loss that exceeds our insurance limits were to
occur, we could lose both the revenues generated from the affected hotel and the capital that we have invested.
We also could be liable for-any outstanding mortgage indebtedness or other obligations related to the hotel.
Any such loss could materially and adversely affect our financial condition and results of operations.

- We believe that we maintain sufficient insurance coverage for the operation of our business.
Reguiation
. Our hotels are subject to .certain federal, state and local regulations which require us to obtain and

malntam various licenses and permits. These licenses and permits must be periodically renewed and may be
revoked or suspended for cause at any time.

“Occupancy hcenses are obtained prior to the openmg of a hotel and may require renewal if there has been
a major renovation. The loss of the occupancy license for any of the larger hotels in our portfolio could have a
material adverse efféct on our financial condition and results of operations. Liquor licenses are required for
hotels to be able to serve alcoholic beverages and are generally renewable annually. We believe that the loss of
a liquor license for an individual hotel-would not-have a material effect on our financial condition and results of
operations. We are not aware of any reason why we should not be in a position to maintain our licenses.

We are subject to certain federal and state labor laws and regulations such as minimum wage
requiretnents, regulations relating to working conditiosis, laws restricting the employment of illegal aliens, and
the- Americans with Disabilities Act. As-a provider of restaurant services, we are subject to certain federal,
state and local health laws and regulations. We believe that we comply in all material respects with these laws
and regulations. We are also subject in certain states to dramshop statutes, which. may, give an injured person
the right to recover damages from us if we wrongfully serve alcoholic beverages to an intoxicated person who
causes an injury. We beheve that our insurance coverage relating to contlngent losses in these areas is
adcquate : : . - :

O_ur_ hotels also are subject to environmental regulations under federal, state and local laws. These
environmental regulations have not had a material adverse effect on our operations. However, such regulations
potentially impose liability on property owners for cleanup costs for hazardous waste contamination. If
material hazardous waste ‘contamination problems exist on any of our propertles we would be exposed to
liability for the costs- associated with the cleanup of those sites.
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Employees

At December 31, 2003, we had 4,467 full-time and 2,523 part-time employees. We had 125 full-time
employees engaged in administrative and executive activities. The balance of our employees manage, operate
and maintain our properties. At December 31, 2003, 729 of our full and part-time employees located at eight
hotels were covered by collective bargaining agreements. These agreements expire between 2004 and 2006,
except for three agreements covering approximately 200 employees which have expired and are currently
being renegotiated. We consider relations with our employees to be satisfactory.

Legal Proceedings
Bankruptcy Proceedings

On December 20, 2001, Lodgian and substantially all of our subsidiaries that owned hotels filed for
voluntary reorganization under Chapter 11 of the Bankruptcy Code in the Southern District of New York. At
the time of the filing, our portfolio included 106 hotels.

. Less than one year after filing for bankruptcy, on November 5, 2002, the Bankruptcy Court confirmed the
First Amended Joint Plan of Reorganization (“Joint Plan of Reorganization”) and, on November 25, 2002,
Lodgian and our subsidiaries owning 78 of our hotels emerged from Chapter 11. Pursuant to the terms of the
Joint Plan of Reorganization, eight of our wholly-owned hotels were conveyed to a lender in satisfaction of
outstanding debt obligations and one hotel was transferred to the lessor of a capital lease secured by the
property in January 2003.

Pursuant to the Joint Plan of Reorganization, the followmg significant events took effect upon our
emergence from reorganization proceedings:

+ 5,000,000 shares of manditorily redeemable 12.25% cumulative Series A Preferred Stock (“Preferred
Stock™), par value $0.01, initial liquidation valué $25 per share, were issued or reserved for issuance in
satisfaction of outstanding debt and other obligations;

* 7,000,000 shares of common stock, par value $0.01 per share, were issued or reserved for i issuance in
satisfaction of outstanding debt and other obligations;

« Class A warrants to purchase an aggregate of 1,510,638 shares of common stock at $18.29 per share
were made available for issuance in satisfaction of outstanding debt and other obligations;

* Class B warrants to purchase an aggregate of 1,029,366 shares of common stock at $25.44 per share
were made avallable for i 1ssuance in satisfaction of outstandmg debt and othcr obligations;

» Our previous equity, consisting of an aggregate of 28,479,837 shares, was cancelled, and in exchange

. our stockholders received their pro rata share of 207,900 shares of common stock, plus Class A
warrants to purchase an aggregate of 251,823 shares of common stock and Class B warrants to
purchase an aggregate of 778,304 shares of common stock;

¢+ Our Convertible Redeemable Equity Structured Trust Securities (“CRESTS”) were cancelled and
the holders received their pro rata share of 868,000 shares of the common stock, plus Class A warrants
to purchase 1,258,815 shares of common stock and Class B warrants to purchase 251,062 shares of
common stock;

* Our 12.25% Senior Subordinated Notes were cancelled and the holders of the notes received their pro
rata share of 4,690,6_00 shares of Preferred Stock and 5,557,511 shares of common stock;

» The holders of allowed general unsecured claims became entitled to 309,400 shares of Preferred Stock
and 366,589 shares of common stock, referred to as the “disputed claims reserve.” Until distributed,
these shares are part of the disputed claims reserve for the pre-bankruptcy petition general unsecured
creditors. These shares are periodically distributed as the disputed claims are resolved;

» We closed on $302.7 million of exit ﬁnancmg arrangements with Merrill Lynch Mortgage Lending,
Inc. (“Merrill Lynch Mortgage™) which was used to repay previous debt obligations, fund payments. of
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certain allowed claims and fund portions of certain required cash escrows. These financings were
secured by 56 (54 as of March 1, 2004) of our hotels;

« We closed on a $6.3 million exit financing arrangement with Computershare Trust Company of
Canada, secured by one of our hotels;

+ Loans from lenders approximating $86.0 million, secured by 21 of our hotels, were reinstated on their
previous terms, except for the extension of certain maturities and, in the case of one loan, a new interest
Tate; and

+ In accordance with AICPA, Statement of Position 90-7, Financial Reporting by Entities in Reorgani-
zation Under the Bankruptcy Code, we implemented fresh start reporting effective November 22, 2002

" (the date on which the exit financing agreement was signed). As a result, our assets and liabilities have
been recorded based on the fair values. Our consolidated financial statements since our emergence
from Chapter 11 are those of a new reporting entity (referred to as the “‘successor”) and are not
comparable with our financial statements on or prior to the effective date of the Joint Plan of
Reorgamzatron (our former reporting entrty is referred to as the “predecessor’’).

Elghteen -additional hotels previously owned by two subsidiaries, Impac Hotels II, L.L.C. and Impac
Hotels TII, L.L.C., were not part of the Joint Plan of Reorganization. On April 24, 2003, the Bankruptcy
Court confirmed a plan of reorganization relating to these 18 hotels (the “Impac Plan of Reorganization”™).
These 18 hotels remained in Chapter 11 until May 22, 2003, the date on which we finalized the Lehman
Financing. We used, the proceeds from our financing (the “Lehman Financing”) with The Lehman Brothers
Holdings, Inc. (“Lehman”) primarily to satisfy the remaining amounts due to the lender of the debt secured
by these hotels, The Impac Plan of Reorganization also provided for a pool of funds of approximately
$0.3 million to be paid-in cash to the general unsecured creditors of the 18 hotels.

Other Litigation

From time to time, as we conduct our business, legal actions and claims are brought against us. The
outcome of these matters is uncertain. However, we believe that all currently pending matters will be resolved
without a material adverse effect on our results of operations or financial condition. Claims relating to the
period before we filed for Chapter 11 are limited to the amounts approved by the Bankruptcy Court for
settlement of such claims and are payable out of the drsputed claims reserves, which, in the case of the Joint
Plan of Reorganlzatron ‘consists of our securities, and in the case of the Impac Plan of Reorganization,
consists of $0.3 million of cash. We have reserved for all claims approved by the Bankruptcy Court that have
not yet been pald

SEC Filings and financial information

Th’is: Form iO-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to
those reports are available free of charge on our website (www.Lodgian.com) as soon as practicable after they
are submitted to the Securities and Exchange Commission (“SEC”).

You may read and copy any materials the Company files with .the SEC at the SEC’s Public Reference
Room at 450 Fifth Street, NW, Washlngton DC 20549. You may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Intérnet site
(http:/7www.sec.gov) that contains reports, proxy and information statements, and other information about
us. :

Financial information about our revenues' and expenses ‘for the last three fiscal years and assets and
Habilities for the last two years may be found in the Consolidated Financial Statements.
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Item 2. Properties

’

The information required to be presented in this section is presented in “ITEM 1. Business.

Item 3. Legal Proceedings

2

The information required to be presented in this section is presented in “ITEM 1. Business.

Item 4. Submission of Matters to A Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2003.

PART II

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Historical Data

On November 25, 2002, the date on which the first of the two plans of reorganization became effective,
28,479,837 outstanding shares of our old common stock were cancelled and 7,000,000 shares of new common
stock were issued or reserved for issuance.. New preferred stock totaling 5,000,000 shares also became
available for issuance. The table below summarizes the activity on our common and prcferred stock between
emergence from Chapter 11 and December 31, 2003: :

Common " Preferred

Shares issued in connection with the plans of reorganization........... 6,830,004 4,857,249
Shares reserved for distribution to the general unsécured creditors . . . ... 169,996 142,751
‘ 7,000,000 . 5,000,000

Stock options exercised .......... .. i 774 - —
7,000,774 * 5,000,000

Dividends paid in shares . ........ ... i — 594,299
Dividends reserved for distribution to the general unsecured creditors . . . — 17,461

7,000,774 5,611,760

Prior to November 21, 2001, our common stock traded on the New York Stock Exchange under the
symbol “LOD.” Subsequent to November 21, 2001, our common stock traded on the Over-the-Counter
Bulletin Board under the trading symbol “LODN.OB.” Subsequent to November 25, 2002, the common stock
traded on the Over-the-Counter Bulletin Board under the symbol “LDGIV.OB” until January 28, 2003 when
it began trading on the American Stock Exchange under the symbol “LGN.” The following table sets forth,
where applicable, the high and low closing prices of our common stock on a quarterly basis cornmencmg on
November 26, 2002.

High Low

2002

Period November 26, 2002 to December 31, 2002 ........................... (1) (1)
2003 o

First Quarter (from January 28, 2003) ...........cconnnn.. R $5.25  $2.95
Second Quarter ................... e e e 341 2.57
Third Quarter............covviiiina.. e 5.75 295
Fourth Quarter. ... ...t e e $9.25  $5.04

(1) No meaningful market information relating to the price of our common stock was available for this
period.
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The Preferred Stock also began trading on the American Stock Exchange on January 28, 2003 under the
symbol “LGN.pr,”

We have not declared or paid any cash dividends on our common stock and our board of directors does
not anticipate declaring or paying any cash dividends in the foreseeable future. We anticipate that all of our
earnings and other cash resources, if any, will be retained to fund our business and will be available for other
strategic opportunities that may develop. Future dividend policy will be subject to the discretion of our board
of directors, and will be contingent upon our results of operations, financial position, cash flow, liquidity,
capital expenditure plan and requirements, general business conditions, restrictions imposed by financing
arrangements, if -any, legal and regulatory restrictions on the payment of dividends and other factors that our
board of directors deems relevant.

The Preferred Stock issued on November 25, 2002 (the date on which the first of the two plans of
reorganization became.effective) accrues dividends at the rate of 12.25% per annum. As required by the
Preferred Stock agreement, we paid the dividend due on November 21, 2003 by issuing additional shares of
Preferred Stock, except for fractional shares which we paid in cash. We have the option of paying the
dividends due on November 21, 2004 and November 21, 2005 erther in cash or by issuing additional shares of
Preferred Stock: :

Equlty Compensatlon Plan Informatlon

The tables below summarrze certain 1nformat10n w1th respect to our equlty compensatron plan:

Number of
.. Securities Remaining
Number of Weighted-Average Available for Future
Securities to be Exercise Price of Issuance under
Issued .upon Exercise - ‘QOutstanding * Equity Compensation
.. of Qutstanding . Options, Plans (Excluding
i " Options, Warrants Warrants and Securities Reflected
o -and Rights Rights ) in Column(a))
_ et (a) (b) ()
‘Equity compensation plans approved o '
by security holders ... . REEEEERREE ‘ - n/a -
Equity compensatlon plans not ' . . . )
approved by security holders* .. .. .. 673,500 $326 - - 386,500

* On November 25, 2002, we-adopted a new Stock Incentive Plan (the “Stock Incentive Plan”) which
replaced the Option. Plan previously in place. The Stock Incentive Plan was not approved, nor was it
required to be approved, by our.security holders, because it was approved by the Bankruptcy Court in
connection with the Joint Plan of Reorganization approved. in our Chapter 11 proceedings. A maximum of
1,060,000 shares of common stock (subject to adjustment in the event of stock splits and other similar
events) have been reserved for issuance under the Stock Incentive Plan upon the exercise of stock awards
granted thereunder.

Our board of directors has adopted, subject to the approval of the stockholders, amendments to the Stock
Incentive Plan to increase the number of shares réserved for issuance under such plan. See Note 2 to our
consolidated financial statements included in this Form 10-K for a description of our Stock Incentive Plan.

As of March 1, 2004, options to purchase 470,999 shares of our common stock were outstanding and
200,000 shares of restricted stock had been awarded pursuant to the Stock Incentive Plan. In addition,
pursuant to our employment agreement with Mr. Parrington, our Chief Executive Officer, we have committed
to grant him options to purchase 150,000 additional shares of common stock. After taking into account the
outstanding options and shares of restricted stock granted under the Stock Incentive Plan, as well as our
contractual commitment to Mr. Parrington, we have 237,500 shares of common stock available for grant under
the Stock Incentive Plan.
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Awards made during 2003 pursuant to the Stock Incentive Plan are summarized below:
Available for

Issues Under Issuance
the Stock Under the Stock

Incentive Plan Type Incentive Plan
Total, December 31, 2002 . ... .. U . — ' 1,060,000
Issued — July 15,2003 ................. 100,000 stock option - 960,000
Issued — July 15,2003 ................. 200,000 restricted stock 760,000
[ssued — September 5, 2003 ............. 352,000 stock option ‘ 408,000
Issued — October 13,2003 .............. 21,500 stock option -~ 386,500

Total, December 31,2003 ............... 673,500

Item 6. Selected Financial Data

Selected Consolidated Financial Data

We present, in the table below, selected financial data derived from our historical financial statements for
the five years ended December 31, 2003. On November 22, 2002, in connection with our emergence from
Chapter 11 and in accordance with generally accepted accounting principles, we restated our assets and
liabilities to reflect their fair values referred to as fresh start reporting. As a result, our financial statements for
the period subsequent to November 22, 2002 are those of a new reporting entity, and are not comparable with
the financial statements for the period prior to November 22; 2002. For this reason, we use the term
“successor” when we refer to periods subsequent to November 22, 2002 and the term “predecessor” when we
refer to the periods prior to November 22, 2002.

In addition, in accordance with generally accepted accounting principles, our results of operations
distinguish between the results of operations of those properties which we plan to retain in our portfolio for the
foreseeable future, referred to as continuing operations, and the results of operations of those properties which
have been sold or have been identified for sale, referred to as discontinued operations.

You should read the financial data below in conjunction with “ITEM 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and “Item 8. Financial Statements and
Supplementary Data” included in this Form 10-K.

The financial data were extracted from the audited financials as of December 31, 2003 and 2002 and for
the year ended December 31, 2003, the period November 23, 2002 to December 31, 2002, the period
January 1, 2002 to November 22, 2002, and the year ended December 31, 2001 included in this Form 10-K.

(In thousands, except per share data)

Successor . Predecessor
November 23, to ] January 1, to '
December 31, November 22, .
2003 2002 2002 2001 2000 1999

Income statement data:
Revenues — continuing operations . ... $311,414 $ 25,306 $299,267 $351,072 § 370,561 $ 363,953
Revenues — discontinued operations . . 61,137 6,441 78,757 96,484 210,336 228,467
Revenues — continuing and . . :

discontinued operations ........... 372,551 31,747 378,024 447,556 580,897 592,420
(Loss) income — continuing ' ‘ : .

operations ........... e (27,074) (6,745) 16,999 (87.,537) (46,523) (51,123)
Loss — discontinued operations . ... .. - (4,603) (2,581) (4,633) (55,227) (41,432) (9,570)
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(In thousands, except per share data)

. Successor Predecessor
November 23, to | January 1, to
December 31, | November 22,
2003 2002 . 2002 2001 2000 1999
Net (loss) income ................. (31,677) (9,326) 12,366 (142,764) (87,955) (60,693)
Net-.(loss) income attributable to ‘ A
common stock. ........ ..., - (39,271) (10,836) 12,366  (142,764) (87,955) . (60,693)
(Loss) income from continuing ‘ : ‘
operations attributable to common y
stock before discontinued operations_ (34,668) (8,255) 16,999 (87,537)  (46,523) (51,123)
Earnings per common share, basic and
diluted:
(Loss) income — contmumg _ o :
operauons G 3.87) (0.96) 0.60 (3.09) (1.65) (1.88)
- Loss — dlscontmued operatlons net, _ . : ' ‘
oftaxes . ... ... Lo oL (0.66) (0.37) (017 (1.95) (1.47) (0.35)
Net (loss) income ... ............ (4.53) (1.33) 0.43 (5.04) (3.12) (2.23)
Net (loss) income attributable to. ) .
common stock. ...t oo (5.61) (1.55) 0.43 (5.04) (3.12) (2.23)
(Loss) income from continuing '
operations ‘attributable to common
stock before discontinued operations (4.95) (1.18) 0.60 (3.09) (1.65) (1.88)
Basic and diluted weighted average . ' .
shares(1) ..... ... o 7,000 7,000 28,480 28,350 28,186 27,222
- Balance sheet data- (at period end):- '
Total assets ............ccoovvin... $709,174 $762,164 $967,131  $975,362 $1,160,344 $1,421,996
Assets held forsale ................ 68,567 — — — — —
Long-term debt(2)................. 551,292 389,752 7,215 7,652 674,038 856,675
Liabilities related to assets held for ' ‘
sale . ... 57,948 — — — — —
Liabilities subject to compromise(2) . . = 93,816 926,387 925,894 _ —
Mandatorily redeemable 12.25%
cumulative Series A preferred . ,
stock(3) ... R — 126,510 - — — _—
Total liabilities .......... T L. 666,248 553,581 990,682 982,043 1,027,067 1,197,454
Total liabilities and preferred stock . .. 666,248 680,091 990,682 982,043 1,027,067 1,197,454

Total stockholders’ equity (deficit) ... 40,606 78,457 (28,841)  (6,681) 136880 224,542

1y

)

The number of shares in the successor period ended December 31, 2002, represents the new shares issued
on the consummation of the first of the two plans of reorganization in November 25, 2002. The
28,479,837 old shares were cancelled and 7,000,000 new shares were .issued.

Reported long-term debt was impacted in 2001 by our filing for Chapter 11. On filing for Chapter 11, all
our debts (except the debt relating to a non-filed entity), and certain other liabilities were classified as
liabilities subject to compromise. On emergence from Chapter 11, some of our debt was forgiven. The

. remaining long-term debt ‘and .other settled claims were reclassified out of liabilities subject to

(3

compromise to long-term debt (if long-term) and current liabilities (if short-term).

The Preferred Stock was issued on November 25, 2002. At December 31, 2002, the Preferred Stock was
classified between long-term debt and equity on the consolidated balance sheet, called the mezzanine
section. In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 150, which
was effective on July 1, 2003, we'reclassified the Preferred Stock to long-term debt. The Preferred Stock
outstanding at December 31, 2003 was $142.2 million, compared to $126.5 million at December 31, 2002.
In addition, the dividend for-the period July 1, 2003 to December 31, 2003, was reported in interest

“expense. In accordance with SFAS No. 150, we continued to show the dividends for the periods
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January 1, 2003 to June 30, 2003, and November 23, 2002 to December 31, 2002 as deductions from
retained earnings. : , .

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the discussion below in conjunction with the consolidated financial statements and
accompanying notes. Also, the discussion which follows contains forward-looking statements which involve
risks and uncertainties. Our actual results could differ materially from those anticipated in these forward-
looking statements as a result of various factors, including those discussed below under “Factors Which May
Affect Future Results.”

Executive Summary

We are one of the largest independent owners and operators of full-service hotels in the United States in
terms of our number of guest rooms and gross annual revenues, as reported by Hotél & Motel Management
Magazine in September 2003. We are considered an independent owner and operator because we do not
operate our hotels under our own name. We operate substantially all of our hotels under nationally recognized
brands, such as “Crowne Plaza,” “Holiday Inn” and “Marriott.” As of March 1, 2004, we operated 92 hotels
with an aggregate of 17,417 rooms, located in 30 states and Canada. Of the 92 hotels, 78 hotels, with an
aggregate of 14,348 rooms, are part of our continuing operations, while 14 hotels, with an aggregate of
3,069 rooms, are being held for sale and classified as discontinued operations. Our portfoho of 92 hotels
consists of:

« 87 hotels that we wholly own and operate through subsidiaries;

» four hotels that we operate in joint ventures in which we have a 50% or greater voting equity interest .
and exercise control; and

« one hotel that we operate in a joint venture in which we have a 30% non-controlling equity interest.

We consolidate all of these entities in our financial statements, other than the one entity in which we hold
a non-controlling equity interest and for which we account under the equity method.

On December 20, 2001, due to a number of factors, including our heavy debt load, a lack of available
funds to maintain the quality of our hotels, a weakening U.S. economy, and the sévere decline in travel in the
aftermath of the terrorist attacks on September 11, 2001, we filed for voluntary reorganization under
Chapter 11 of the Bankruptcy Code. At the time of the Chapter 11 filing, our portfolio consisted of 106 hotels.

Following the consummation of our two plans of reorganization, we emerged from Chapter 11 with
97 hotels, eight of the hotels having been conveyed to a lender in satisfaction of outstanding debt obligations
and one having been returned to the lessor of a capital lease. Of the portfolio of 97 hotels, 78 hotels emerged
from Chapter 11 on November 25, 2002, 18 hotels emerged from Chapter 11 on May 22, 2003 and one hotel
never filed under Chapter 11.

In 2003, we developed a strategy of owning and operating a portfolio of profitable, well-maintained and
appealing hotels at superior locations, in strong markets. We are implementing this strategy by:

« renovating and repos1t10n1ng certain of our emstlng hotels to 1mprove performance;

« divesting hotels that do. not fit thls strategy or that are unhkcly to do so without 51gn1ﬁcant effort or
expense; and

* acquiring selected hotels that better fit this strategy.

In accordance with this strategy and our efforts to'reduce debt and interest costs, in 2003 we identified
19 hotels, our only office building property and three land parcels for sale. During 2003 and the first two
months of 2004, we sold five hotels and the office building for an aggregate sales price of $24.6 million. Of the
$23.2 million aggregate net proceeds from the sales of these assets, we used $14.6 million to pay down debt
and $8.6 million for general corporate purposes, including capital expenditures. As a result of these sales, as of
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March 1, 2004, our portfolio.consisted of 92 hotels and three land parcels, of which 14 hotels and the three
land:parcels are held for sale.-

Operating Summary

Below is a summary of our results of operations, which are presented in more detail in “— Results of
Operations — Continuing Operations”:

+ Revenues declined in 2003 and the 2002 Combined Period as a result of a lack of available funds to
maintain the quality and competitiveness of our hotels, the weak U.S. economy and the severe decline
in the lodging industry in the aftermath of the terrorist attacks of September 11, 2001. Though the
lodging industry experienced some recovery during the second half of 2003, we were not able to benefit
fully from the recovery due to deferred capital expenditures and renovation displacement at some of

- our hotels.

. Operatmg expenses decllne_d in 2003 and the 2002 Combined Period primarily as a result of lower
revenues. As revenues declined, variable expenses also fell. Operating expenses also declined, in part,
as a result of our cost reduction efforts in the wake of the weak economy and lower revenues.

» Interest expense declined in' 2003 and the 2002 Combined Period because we were able to reorganize
our debt as part of the Chapter 11 proceedings. The reorganization resulted in lower principal amounts
on some of our debt due to debt forgiveness, and lower interest rates on other of our debt. Also, during
the bankruptcy proceedlngs we did not pay interest on certain debt, as approved by the Bankruptcy
Court..

* Depreciation and amortization expense declined in 2003 and the 2002 Combined Period due to the
restatement of our assets to fair value as part of fresh start reporting. Since we are depreciating a lower
asset base, our depreciation in 2003 was significantly less than in the 2002 Combined Period.

« During 2003, after identifying assets held for sale, we recorded impairment charges where the carrying
values -exceeded the estimated selling prices, net of selling costs. We also analyzed our assets held for
use at December 31, 2003 and recorded impairment charges, as appropriate, when the carrying values
exceeded their undiscounted future cash flows. During the 2002 Combined Period, we recorded a
_significant write down of our hotels as part of our fresh start reporting. We also recorded significant

"’ ~impairment losses in 2001.
Summary of Discontinued '(')lpAerations v
As previously discussed, pursuant to the terms of the plan of reorganization approved by the Bankruptcy
Court on November 5, 2002, we conveyed eight wholly-owned hotels to the lender in satisfaction of
outstanding debt obligations and one wholly-owned hotel was returned to the lessor of a capital lease in
January 2003. The results of operations of these nine hotels are reported in discontinued operations in our
consolidated statement of operations. Due primarily to the application of fresh start reporting in November

2002, in which these and other assets were adjustcd to their respective fair values, there were no gains or losses
on these transactions.

In addition, pursuant to the strategy outlined above at December 31, 2003; 18 of our hotels and three
land parcels were held for sale and reported in discontinued operations. Discontinued operations also include
one hotel and one office building sold in 2003. Accordingly, as of December 31, 2003, there were 28 hotels and
one office bu1ld1ng reported in drscontmued operations. The assets held for salé ‘at December 31, 2003 and the
liabilities related to these assets are separately disclosed as current assets and current liabilities, respectrvely, in
our consolidated balance sheet

Where the carrying values of the assets held for sale exceeded their estimated fair values, net of selling
costs,-we reduced the carrying values. and recorded impairment charges. Fair values were determined using
market prices and where the estimated selling prices, net of selling costs, exceeded the carrying values, no
adjustments were recorded. We classify an asset as held for sale if we expect to dispose of it within one year
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and it satisfies the other criteria specified by SFAS No. 144, While we believe the completion of-these
"dispositions is probable, the sale of these assets is subject to market conditions and we cannot provide
assurance that we will finalize the sale of all or any of these assets on favorable terms or at all.

Summarized below is certain financial data related to the five hotels and one office bulldmg sold between
November 1, 2003 and March 1, 2004: '

(in thousands) *

Aggregate Sales PIiCE .. ...\ ..ottt S 1$24,585
Debt pay down. . ..ot 14,635
Total revenues for the year ended December 31, 2003................... . . 12,298
Total direct operating expenses for the year ended December 31, 2003......... . 5,650

The results of operations of the other 78 hotels, 77 of which we consolidate in our financial statements
and one for which we account under the equity method, are reported in continuing operations. Our continuing
operations reflect the results of operations of those hotels which we plan'to retain in our portfolio for the
foreseeable future and exclude results of operations of those hotels held for sale:

Critical Accounting Policies and Estimates

Our financial statements are prepared in accordance with GAAP. As we prépare our financial statements,
we make estimates and assumptions which affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenue
and expenses during the reporting period. Actual results could differ from our estimates. A summary of our
significant accounting policies and estimates.is included in Note 1 of the notes to our consolidated financial
statements. We consider the following to be our critical accounting policies and estimates:

Consolidation policy — All of our hotels are owned by operating subsidiaries. We consolidate the assets,
liabilities and results of operations of those hotels where we own at least 50%-of the voting equity interest and
we exercise control. All of the subsidiaries are wholly owned-except for ﬁve joint ventures, one of which is not
consolidated but is accounted for under the equity method.

‘ When we consolidate hotels in which we own less than 100% of the voting equity 1nterest we include the
assets and liabilities of those hotels in our consolidated balance sheet. The third party interests in the et assets
of those hotels are reported as minority interest on our consolidated balance sheet. In addition, our
consolidated statement of operations reflects the full revenues and expenses of those hotels and the third party
portion of the net income or loss is reported as minority interest in our consolidated statements of operations.
If the loss applicable to the minority interest exceeds the minority’s equity, we report the entire loss in our
consolidated statement of operations. : '

" When we account for an entity under the equity method, we record only our share of the investment on
our consolidated balance sheet and our share of the net income or loss in our consolidated statement of
operations. We own a 30% non-controlling equity interest in an unconsolidated joint venture and have included
our share of this investment in “other assets” on our consolidated balance sheet. Our share 'of the net income
or loss of the unconsolidated joint venture is shown in “interest income and other” 'in our consolidated
statements of operations. Our investment in this entity at December 31, 2003 was $0.2 million and our share of
the loss was $20,000. !

Deferral policy — We defer franchise application fees on the acquisitioh or renewal of a franchise as well
as loan origination costs related to new or renewed loan financing arrangements, Deferrals relating to the
acquisition or renewal of a franchise are amortized on a straight-line basis over the period of the franchlse
agreement. We amortize deferred financing costs over the term of the loan using the effective interest method.
The effective interest method incorporates the present valies of future cash outflows and the effective yield on
the debt in determining.the amortization of loan fees.- At December 31, 2003, these. deferrals totaled
$15.1 million, of which $11.6 million related to our continuing operations. If we were to write these expenses
off in the year of payment, our operating expenses in those years would be significantly higher.
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Asset impairment — We invest significantly in real estate assets. Property, plant and equipment represent
approximately 80% -of the total assets on our consolidated balance sheet.. Qur policy on asset impairment is,
therefore, considered critical. Under GAAP; real estate assets are stated at the lower of depreciated cost or fair
value, if deemed impaired. We periodically evaluate our real estate assets to determine if there has been any
impairment in the carrying value. We record impairment charges if there are indicators of impairment and the
undiscounted cash flows’ estimated to be generated by those assets are less than the assets carrying values.

As part of this evaluatlon and in accordance with SFAS No. 144, we clas51fy our propemcs into two
categories, assets held for sale and assets held for use.

The fair values of the assets held for sale are based on the estimated selling prices less estimated costs to
sell. We determine the estimated selling prices in conjunction with our real estate brokers. The estimated
selling costs are based on our experience with similar asset sales. We record impairment charges and write-
down respective hotel assets if their carrying values exceed the estimated selling prices less costs to sell. As a
result of this evaluation, during 2003, we recorded impairment losses of $5.4 million on assets held for sale.

With respect to assets held for use, we estimate the undiscounted cash flows to be generated by these
assets. We then compare the estimated undiscounted cash flows for each hotel with their respective carrying
values to detérmine if there are indicators of impairment. If there are indicators of impairment, we determine
the ‘estimated fair values of these assets in conjunction with our real estate brokers. As a result of this
evaluation, we recorded impairment losses-during 2003 of $12.7 million on assets held for use. In connection
with our emergence from Chapter 11, and the apphcatlon of fresh start reporting in which we were required to
restate our assets to fair values, we recorded a net write-down of $222.1 million on our real estate assets during
2002..In 2001, we recorded lmpalrment losscs of $67 3 million.

Reorganzzatzon zlems— In accordance w1th GAAP, income and: expenses related to our Chapter 11
proceedings were classified as reorganization items while the respective hotels were in Chapter 11. We
continite to"iricur expenses as a result-of the Chapter 11 proceedings but now classify these as general,
administrative and other expenses. The classification between reorganization items and operating expenses
while we were in Chapter. 11 involved judgment on the part of management. In addition, as a result of the
separation required between continuing operations and discontinued operations, we allocated the reorganiza-
tion items incurred during the Chapter :11 proceedings between continuing operations and discontinued
operations based on the valucs assrgned to the respective propertles subsequent to their emergence from
Chapter 11:

Accrual of self-insured obligations — We are self-insured up to certain amounts with respect to employee
medical, employee dental, property insurance, genéral liability insurance, personal injury claims, workers’
compensation, automobile liability and other coverages. We-establish reserves for our estimates of the loss that
we will ultimately incur on reported claims as well as estimates for claims that have been incurred but not yet
reported. Our reserves, which are reflected in accrued liabilities in our consolidated balance sheet, are based
on actuarial valuations and our history of claims. Our actuaries incorporate historical loss experience and
judgments about the present and expected levels of costs per claim. Trends in actual experience are an
important factor in the determination of these estimates. We believe that our estimated reserves for such
claims are adequate, however, actual experience in claim frequency and amount could materially differ from
our estimates and adversely affect our results of operations, cash flow, liquidity and financial condition. As of
December 31, 2003, we had an accrued balance of approximately $10 million for these expenses.

Income Statement Overview

On November 22, 2002, in connection with our emergence from Chapter 11 and in accordance with
GAAP, we applied fresh start reporting. Under fresh start reporting, assets and liabilities are restated to reflect
their fair values. As a result, for accounting purposes, our financial statements for periods subsequent to
November 22, 2002 dre considered to be those of a new reporting entity and are not considered to be
comparable with the financial statements for periods on or prior to November 22, 2002. For this reason, we use
the term “successor” when we refer to periods subsequent to November 22, 2002, and the term “predecessor”
when we refer to periods on or prior to November 22, 2002. Although we are required to make this distinction
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under GAAP, for purposes of the discussion of results below, we have combined the predecessor’s results for
the period January 1, 2002 to November 22, 2002 with the successor’s results for the period November 23,
2002 to December 31, 2002 and refer to it as the “2002 Combined Period.” The differences between periods
due to fresh start reporting are explained where necessary.

The discussion below focuses primarily on our continuing operations. In the continuing operations
discussions, we compare the results of operations for the last three years for the 77 consolidated hotels that we
plan to retain in our portfolio for the foreseeable future.

Revenues
We categorize our revenues into the following three categories:
* Room revenues.— derived from guest room rentals;

* Food and beverage revenues — derived from hotel restaurants room service, hotel catenng and
meeting room rentals; and

» Other revenues — derived from guests’ long-distance ‘telephone usage, laundry services, parking
services, in-room movie services, vending machine commissions, leasing of hotel space and other
miscellaneous revenues. ‘ : : :

Transient revenues, which generally account for approximately 70% of our room revenues, are revenues
derived from individual guests who stay only for brief periods of time without a long-term contract. Demand
from groups makes up approximately 23% of our room revenues while our contract revenues (such as
contracts with airlines for crew rooms) account for the remaining 7%.

We believe revenues in the hotel industry are best explained by the following three key perf‘or‘mancev
indicators: g : o , - .

. Occupancv — computed by d1v1ding total room nights sold by the total available room nights
* Average daily rate (ADR) — computed by dividing total room revenues by total room nights sold and

» Revenue per available room (RevPAR) — computed by dividing total room revenues by‘ total
available room nights. RevPAR can also be obtained by multiplying the occupancy by the ADR.

To obtain available room nights for a §ear, we multiply the number of rooms in our portfolio by the
number of days in the year. To obtain available room nights for a hotel sold during the year, we multiply the
number of rooms in the hotel by the number of days between January 1 and the date the hotel was sold..

These measures are influenced by a variety of factors, including national, regional and local economic
conditions, the degree of competition with other hotels in the area and changes in travel patterns. The demand
for accommodations is also affected by normally recurring seasonal patterns and most of our hotels expenence
lower occupancy levels in the fall and winter months (November through F ebruary) which generally results in
lower revenues, lower net income and less cash flow during these months

Operating expenses

Operating expenses fall into the following categories:

+» Direct expenses — these expenses tend to vary with available rooms and ‘occup'ancy However, hotel
level expenses contain significant elements of fixed costs and, therefore, do not decline proportlonately
with revenues. Direct expenses are further categorized as follows:

* Rooms expenses — expenses incurred in generating room revenues;

» Food and beverage expenses — expenses incurred in generating food and beverage revenues; and

28




+ Other dlrect €Xpenses — expenses mcurred in generating the revenue activities classified in “other
revenues.’ : :

+ General, administrative and other expenses, which include:
 Salaries for hotel manage’rnent;
. Advertising- and oromotion;
.- franchise fees;

+ Repairs and maintenance;

i

. ‘Utlhnes

-'~Equ1pment -ground and bulldlng rentals

.

: --’Insurance
e rProperty and other taxes '
© -« Legal and professmnal fees; and

+ Corporate overhead, including corporate salaries and benefits, accounting services, directors’ fees,
costs for office space and information technology costs. Also included in general, administrative

" and other expenses for the year ended Decembér 31, 2003 are expenses relating to post emergence
Chapter 11 activities.

_». Depreciation_and. amortization expense — deprecmtlon of fixed assets (primarily hotel assets) and

amortization of deferred franchlse fees. . . e . ‘

. Impalrment charges — charges Wthh were requlred to wnte down hotel carrymg values to thelr fair
- values.. s S e

. Non-operating items

Non-operating items include:

« Interest expense, Preferred Stock dividends and amortization of deferred loan fees; - .

P

“"‘Gain on disposal of assets;
+ Interest income;

Y

» Our 30% share of the income or loss of our non-controlling equity interest in one hotel, for which
we account under the equity method; and

. Mlnonty interests — our equity partners share of the income or 1oss of the four hotels owned by joint
ventures that we consolidate. .
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Results of Operations — Continuing Operations
Year Ended December 31, 2003 Compared to-the 2002 Combined Period

Revenues — Continuing Operations

2002
Combined
2003 Period Increase (decrease)

Revenues ($ in thousands):

Rooms ........oovvinnavannn. $229,519 $237,800 $ (8,281) (3.5)%

Food and beverage ............. 70,791 74,124 (3,333) 495%

Other ..................... ... 11,104 12,649 (1,545) (12.2)%

Total revenues................. $311,414  $324,573  $(13,159) (4.1)%
OCccupancy . ... ovvvviin i, 59.9% 61.5% 2.6)%
ADR........ ... .. $ 7444 % 7502 $ (0.58) (0.8)%
RevPAR...... ... ... .iaL. $ 4457 $ 4616 $ (1.59) - (3.4)%

The 3.5% decline in room revenues results from the decline in occupancy and ADR. Occupancy declined
by 2.6% while ADR declined by 0.8%. The decline in occupancy reflected the general decline in the lodging
industry but also reflected, in part, some loss in volume due to renovations being performed, at some of our
hotels, brand changes and reduced performance at some hotels due to their need for renovation. The decline in
ADR was due to lower demand for hotels as well as a change in buying patterns with. more guests purchasing
discounted rooms via the Internet.

Food and beverage and other revenues were also affected by the decline in occupancy and a reduction in
group banquet and catering functions. Other revenues, which declined by 12.2%, were affected by a decline in
telephone revenues as a result of the increased usage of cell phones by our guests as well as thc availability of
free high speed Internet access at some of our hotels

Some positive signs have started to emerge for the lodging industry. Smith Travel Research recently
forecasted RevPAR growth in 2004 due to rising occupancy and room rates and improving supply and demand
fundamentals. We expect to realize some of the benefits of that growth but believe that we will not benefit
fully from the recovery, particularly as some of our hotels are still under renovation and some need to be
renovated. Some of our hotels recently have been renovated and we expect that these and others will benefit
from the recovery.

To assist us in isolating the temporary effects on hotels which have undergone major change or are
undergoing change, we have identified a group of hotels as “stabilized hotels.” Stablhzed hotels are those
hotels included in our portfolic on December 31, 2003 which:

« Were not held for sale;

» Were not undergoing major renovation during 2002 or 2003 (we consider a major renovation to be a
renovation which in the aggregate exceeded $5,000 per room); or

» Were not subject to brand changes during 2002 or 2003.

The table below presents data on our stabilized hotels:

2002
Combined % increase
. . . 2003 Period (decrease)
Number of stabilized hotels .. .. ... PR 58 58 —_—
Numberof rooms ...............coinen... 10,659 10,659 —
Occupancy ........ooiviiiiniiinnoinea., 62.5% 64.1% (2.5)%
ADR .. e $ 7559 § 76.30 (0.9%
RevPAR ... $ 4722 § 48.87 (3.4)%




The decline in occupancy for our stabilized hotels was lower than the decline in occupancy for our hotels
included in continuing operations, as stabilized hotels were not affected by displacements from hotel
renovations. However, ADR of stabilized hotels declined more than ADR for all hotels in continuing
operations. because stabilized hotels included a higher proportlon of hotels in need of renovation, resulting in
the decline in RevPAR for our stabilized hotels being the same as for all hotels included in our continuing
operations.

Direct operating expenses — Continuing Operations .

e o : ‘ S 2002
: B ; : Combined : o
2003. Period Increase (decrease)

{3 in thousands)

Direct operating expenses: T :
Rooms .:....... N $ 65,814 $ 65624 $. 190 0.3%

Food and beverage ......... e 48,686 52,269 .(3,583)  (6.9)Y% -
Other ......oveieeiiieeannn. : 7,970 8,716 (746)  (8.6)%
Total direct operating expenses.... $122470  $126,609 $(4,139) (3.3)%

: % of total TEVENUES . .......... : '. '39 3% - - 39 0%‘ ‘

Direct operatrng expenses, wh1ch vary w1th revenues, were lower due to lower revenues. However these
expenses were not reduced proportionately with revenues due to fixed costs and the need to maintain
minimum levels of service regardless of occupancy declines. *leed costs pnmanly relate to salaried employees
and benefits.

s

Rooms expenses on an actual cost’ per occupled room ba51s increased as a result of increases in benefit
costs (28% of the total increase), enhanced complimentary food and beverage ‘items to guests enrolled in our
brand loyalty programs (31% of the total increase) and general cost increases for expendable items used in the
rooms department. Benefit costs-include group health insurance, our 401 (k) plan and workers’ compensation.
Due to declining room demand in the first half of 2003 and a shift in room demand. to Internet booking sites
that provide discounted room. rates ‘we were unable to. achieve gains in ADR to offset these cost increases.

- The food and beverage department beneﬁted from ourimproved’ purchasmg program and greater controls
on 1nventory, partially oﬂ"set by 1ncreased beneﬁt costs :

Other expenses decreased by $0. 7 rmlhon due in part to a $0 4. m11110n dechne in telephone expenses as a
result of increased. usage of cell.phones by, our guests.

We continued to realize cost efficiencies through the negotiatlon of national purehase contracts for all of
our hotels: Through such” contracts we have beneﬁted from lower -unit tosts on some of our routmely
purchased items: S S ‘ . -

Other operating expenses — Continuing Operations

2002
R S Combined
= - T 2003 Period - Increase (decrease)

(8 in thousands)

Other operating expenses: } _ S
General, administrative and other $137,888  $132,194 $ 5,694 4.3%

Depreciation and amortization ... . 29,761 . 43,636 - (13,875) (31.8)%
Impairment of long-lived assets .. - 12,667 — 12,667 n/m
’ _Total other operatmg expenses ... $180,316 $175,830 o $ 4486 | , 2.6%
% of total révenues ............. - 57.9% 54.2% ‘
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General, administrative and other expenses were $5.7 million hlgher in 2003 as a result of increases in the
following:

* We incurred $4.6 million in legal, professional and other costs related to the Chapter 11 proceedings.
Prior to our emergence from Chapter 11, these costs would have been classified as reorganization
expenses.

 Insurance costs increased $1.7 million due to increased insurance premium costs and safety training
programs;

« Utility costs increased $1.6 million due to increases in rates and increases in consumption caused by
severe weather conditions in the Northeast;

« Ground and property rent increased $0.5 million due to escalation clauses in the lease agreements; and

+ Repairs and maintenance costs increased $0.4 million due to enhanced preventative maintenance
programs as well as to delayed renovations on some of our hotels.

These higher expenses were offset by reductions in other expenses, as follows:

+ Legal and other professional fees decreased by approximately $1.2 million partially as a result of our
reduced reliance on external professional services and also as a result of the resolution of a number of
litigation cases through the Chapter 11 proceedings;

+ Equipment rentals decreased by $0.5 million as a result of the initiation of improved lease programs for
hotel vans, copiers and other equipment;

+ Franchise fees decreased by $0.4 million. Substantially all of our franchise fees are revenue-based and,
therefore, fell as 4 result of the reductlon in revenues; and

.+ Bad debt expense decreased by $1.8 million. Thls was partially due to a release of previous reserves
during 2003 of $0.8 million that was no. longer needed and -an improvement in our portfolio as
compared to the 2002 Combined Period. :

Depreciation and amortization expense declined by $13.9 million. Depreciation expense was reduced as a
result of fresh start reporting. As part of fresh start reporting, we were required to adjust our assets to fair
values and, as a result, recorded a net write-down of fixed assets of $193.2 million. After implementing fresh
start reporting, our monthly depreciation decreased by $1.2 million ($14.4 million annualized). This decrease
was partially offset by an increase in amortization of deferred franchise fees due to an increase in the fair
values of deferred franchise fees. Amortization of deferred franchise fees increased by approximately $34,000
per month ($0.4 million annualized).

The impairment of long-lived assets of $12.7 million recorded during 2003 represents reductions made to
the carrying values of certain hotels held for use, to bring them in line with their estimated fair values.

Non-operating income (expenses) — Continuing Operations

2002
Combined
2003 Period Increase {(decrease)

(8 in thousands)

Non-operating income (expenses): S
Interest income and other $§ 807 § 4954 § (4,147) (83NH%

- Interest expense:
Preferred Stock dividend ... .. (8,092) — 8,092 n/m
Other interest expense ....... (28,581) (28,273) 308 1.1%
Gain on asset dispositions ... ... 445 — 445 n/m
Reorganization items .......... (1,397) 11,038 (12,435) (112.7)%
Minority interests . ............ 1,294 273 1,021 374.0%
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Interest income and other for the 2002 Combined Period included $4.4 million of gain on extinguishment
of debt. This gain related to discharge of a promissory note in the name of Macon Hotel Associates, LLC
(“MHA”), a 60% owned subsidiary. The lender discharged the indebtedness of $3.9 million plus related
accrued interest approximating $0.7 million in exchange for payment by MHA of $0.2 million.

The Preferred Stock dividend relates to dividends on the Preferred Stock issued on November 25, 2002.
Dividends for the period January 1, 2003 to December 31, 2003 totaled $15.7 million. In accordance with
SFAS No. 150, effective for us on July 1, 2003, dividends relating to the period after the effective date are
reported as interest expense. Dividends for thé period prior to the effective date continue to be shown as a
deduction from retained. earnings with no effect on our results of operations. As a result, the $8.1 million
dividend accrued for the period July 1, 2003 to-December 31, 2003 is reported in interest expense while the
$7.6 million dividend accrued for the periods J: anuary 1, 2003 to June 30, 2003 are shown as deductions from
retained earmngs - .

Included in other interest expense for 2003 is amortization of loan fees of $3.9 million. For the 2002
Combined Period; amortization: of loan fees were de minimus because we wrote off all deferred loan fees when
we filed for Chapter 11 in December 2001, -

A significant portion of our debt is variable based primarily on one month LIBOR. Our variable rate debt
at December 31, 2003 approximated $382.8 million. Interest expense on our variable rate debt fell as a result
of reductions in LIBOR and reductions in the interest rate spread. LIBOR averaged 1.25% for 2003 and 1.77%
for the 2002 Combined Period. Also, the interest rate spread on the Merrill Lynch Mortgage debt incurred in
November 2002 is approximately 200 basis points, or 2%, lower than the interest rate spread on the variable
rate debt that it replaced. The interest expense associated with the Lehman Financing obtained in May 2003
served to offset the reduction in interest*discussed above. Though the Lehman Financing replaced previous
debt, we pald no interest during 2002 on the debt that it replaced as approved by the Bankruptey Court

The gain-on asset drsposmons for 2003 relates to cons1derat1on received for condemned land less the
carrying values. ‘

v Reorganization items for 2003 of $1.4 million, represent Chapter 11 expenses incurred between January 1,

2003 and May 22, 2003 relating to the 18 hotels that emerged from Chapter 11 on May 22, 2003. We continue
to incur expenses related to the Chapter 11 proceedmgs but curréntly report these expenses as part of general,

administrative and other expenses. In accordance with GAAP, all expenses related to the Chapter 11
proceedings between January 1, 2002 and November 22, 2002 were reported as reorganization items, including
the fair value adjustments recorded on the implementation of fresh start reporting.

* Reorganization items for the 2002 Combined Period consisted of the following:

« Adjustments recorded on the application of fresh start reporting of $33.3 million consisting of a gain on
extinguishment of debt of $223.1 million offset by fixed asset write downs and other fresh start
adjustments of $189. 8. million; and

. Expenses incurred as a result of the Chapter 11 proceedings of approx1mately $22.3 million, consisting
ma1nly of legal and professional fees:

M1nor1ty mterests represent the third party owners’ share of the net income or loss of the four Jomt
ventures in which we have a controlling equity interest. The increase of $1.0 million relates primarily to one
joint venture owning one hotel. The net loss of this joint venture was higher in 2003 as a result of an
impairment charge recorded to write down the carrying value of the hotel.
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The 2002 Combined Period Compared to the Year Ended December 31, 2001

Revenues — Continuing Operations
2002

Combined
Period 2001 Increase (decrease)

Revenues ($ in thousands)*: ‘
Rooms ....................... $237,800  $257,100 $(19,300) (7.5)%
Food and beverage ............. 74,124 79,554 (5,430) (6.8)%
Other .............. ... ..... 12,649 . 14,418 (1,769) (12.3)%
. Total revenues................. $324,573  $351,072  $(26,499) (7.5)%
Occupancy ..., 61.5% 63.0% (2.4)%
ADR..... ... $ 7502 § 7760 $§ (2.58) (3%
RevPAR........................ $ 4616 §$§ 4891 $§ (275) (5.6)%

* Revenues for 2001 in the table above include the revenues of six hotels sold in 2001, while occupancy, ADR and RevPAR in the table
exclude the six hotels sold in 2001. Revenues in 2001 for these six hotels were:

(8 in thousands)

ROOMS . ...\ R [ © $5,041
Food and beverage . ... it s 1,520
(19 1 1= D 465
Total revenues. ..o v vv e e R S PP $7,026

After excluding the $5.0 million from the 2001 room revenues for six hotels sold in 2001, thereby
producing room revenues for a comparable portfolio, the decline in room revenues was 5.7%.. This reduction in
room revenues resulted from declines in both occupancy and ADR. Occupancy declined by 2.4% while ADR
declined by 3.3%. These reductions reflected the general decline in the economy and the lodging industry in
the aftermath of the terrorist attacks of September 11, 2001 and hotel quality issues due to the liquidity
constraints which led to our Chapter 11 filing. Occupancy, ADR and RevPAR were also affected by
renovation displacement at some of our hotels.

The lower food and beverage revenues were due to the lower occupancy levels in the 2002 Combined
Period. Other revenues declined in the 2002 Combined Period primarily due to a $1.3 million reduction in
telephone revenues resulting from increased cell phone usage.

The table below presents data on our stabilized hotels:

2002

Combined % increase
o ‘ Period 2001 (decrease)

Number of stabilized hotels. ................ 58 58 —_

Numberof rooms ............. ..., 10,659 10,659 —_

Occupancy ............. SR 64.1% 64.4% 0.5)% -

CADR $ 76.30  $ 79.31 (3.8)%
RevPAR . ... ... ... .. . $ 4887 $ 51.11 (4.4)%

The decline in occupancy for our stabilized hotels was lower.than the decline in occupancy for all hotels
included in our continuing operations, as stabilized hotels were not affected by renovation displacements. In
addition, ADR of stabilized hotels declined more than ADR of all hotels in continuing operations because
stabilized hotels included a higher proportion of hotels in need of renovation, resulting in the decline in
RevPAR for our stabilized hotels being greater than the decline in RevPAR for all hotels included in our
continuing operations. :
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Direct operating expenses — Continuing Operations

2002
.Combined . Increase
Period 2001 (decrease)
(% in thousands)

Direct operating expenses*: » b :
Rooms ................ e $ 65,624 $ 69,257 $(3, 633) (5.2)%
Food atid beverage ............... 52,269 55,459 . (3,190) (5.8)%
Other ............. e 8,716 8,540 176 2.1%
‘Total direct operating expenses . . . . . $126,609  $133,256  $(6,647) (5.0)%

% of total revenues ......... [P 39.0% - 38.0%

* Direct operating exbenscs for 2001 in the table above include the direct operating expenses of six hotels sold in 2001.
Direct operating expenses in 2001 for these six hotels were:

. . ‘ {$ in thousands)
ROOIMIS © v e $1,794

Food and beverage . ............ e e e 1,241
Other . 202

Total direct eXPENSES . .. oo oottt et e $3,237

After excluding the $1.8 million from the 2001 room expenses for six hotels sold in 2001, thereby
producing room expenses for a comparable portfolio, the decline in room expenses was 2.7%. As a percentage
of room revenues, our room expenses increased in the 2002 Combined Period but the actual cost per occupied
room declined. Our margins were also affected by the decline in ADR.

Food and beverage margins were negatively. affected by a decline in banquet catering and meetings
business in the 2002 Combined Period. The banquet catering and meetings business is the most profitable area
of our food and beverage operations.

- Other operating expenses remained flat despite lower sales due to our inability to offset a large portion of
fixed expenses in this-department. :

Other operating expenses — Continuing Operatiohs

2002
Combined
. Period 2001 Increase (decrease)

($ in thousands)

Other operating expenses:
General, administrative and other .. $132,194  $154,320 $(22,126) (14.3)%

Depreciation and amortization . . . .. 43,636 46,065 (2,429) (5.3)%

Impairment of long-lived assets . . .. — 20,503 (20,503) (100.0)%

Total other operating expenses. . . .. $175,830  $220,888  $(45,058) (20.4)%
% of total revenues ........ S 54.2% 62.9%

General, administrative and other expenses decreased by $22.1 million. Of the $22.1 million decrease,
$3.3 million related to six hotels sold in 2001. In addition, the property level component of general,
administrative and other expenses was lower in the 2002 Combined Period, primarily as a result of reductions
in revenues. General, administrative and other expenses for the 2002 Comibined Period also declined as a
result of reductions in corporate overhead due to cost reductions at the corporate office. These initiatives
~ included reductions in staffing, office space and technology.

Depreciation and amortization expense for the 2002 Combined Period decreased by $2.4 million. Of the
$2:4 million decrease, $0.6 million was attributable to six hotels sold in 2001. The reduction in depreciation
and amortization expense was also due to the reduced carrying values of certain assets arising from
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impairment charges recorded in the fourth quarter of 2001. This decrease was partially offset by additional
depreciation related to capital improvements. Also, depreciation for the period November 23, 2002 to
December 31, 2002 declined as a result of the write-down of fixed assets recorded when we implemented fresh
start reporting. ‘

The $20.5 million of impairment charges for 2001 consisted of the following:
« A $6.6 million charge related to revised estimates of fair value for propcrties held for sale;

* A $4.0 million charge related to one propcrty which was identified as held for sale and also sold in
2001; and .

+ Impairment charges on assets held for use of $21 7 million, offset by a recapture of $11.8 million of
impairment charges related to assets previously held for sale that were no longer bcmg actively
marketed for sale. : =

Non-operating income (expenses) — Continuing Operations

2002
Combined . .
Period 2001 Increase (decrease)
($ in thousands)
Non-operating income {(expenses): :
Interest income and other......... $ 4954 §$ 709 § 4245 598.7%
Interest expense . ................ (28,273) (71,817)  (43,544) (60.6)%
Gain on asset dlsposmons ..... e — 23,975 23,975  (100.0)%
Reorganization items .. ........... 11,038 (21,672)  (32,710) 150.9%
Minority interests — Preferred ,
redeemable securities .......... C— (12,869) 12,869 (100.0)%
Minority interests-— Other. .. .. S 273 38 235 618.4%

Interest income and other increased significantly in the 2002 Combined Period primarily as the result of a
discharge of indebtedness in respect of MHA, a 60% owned subsidiary. The resulting gain on extinguishment
of this indebtedness was $4.4 million and resulted from the exchange of a promissory note 'of $3.9 million plus
related accrued interest approximating $0.7 million in exchange for payment by MHA of $0.2 million.

Interest expense for the 2002 Combined Period decreased as a result of the suspension of interest
payments on debt secured by highly leveraged hotels while we were in Chapter 11. Where the estimated value
of the underlying collateral in respect of certain debts was considered to be less than the carrying value of that
debt, we ceased accruing interest on those debts. Contractual interest expense in respect of those debts that
was not recorded for the 2002 Combined Period (excluding interest on our CRESTS) approximated
$28.2 million. Recorded interest expense for the 2002 Combined Period also declined as a result of decreasing
interest rates on our variable rate debt. LIBOR for the 2002 Combined Period averaged 1.77% while the
average for 2001 was 3.71%.

The gain on asset disposition for 2001 related primarily to the sale of one hotel in the first quarter of 2001
and represents the excess of the net proceeds of the sale over the net book value of assets sold.

Reorganization items for the 2002 Combined Period consisted of the following:

* Adjustments recorded on the application of fresh start reporting of $33.3 million, consisting of gain on
extinguishment of debt of $223.1 million offset by fixed asset write downs and other fresh start
adjustments of $189.8 million; and '

» Expenses incurred as a result of the Chapter 11 proceedings of approximately $22.3 million consisting
mainly of legal and professional fees.

Reorganization items for 2001 consisted of write-offs of deferred loan fees of $18.7 million and expenses
incurred as a result of the Chapter 11 proceedings of approximately $3.0 million.
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Minority interest differed significantly in the 2002 Combined Period compared to 2001 as a result of the
non-accrual of interest on the CRESTS. We ceased accruing interest on the CRESTS while we were in
Chapter 11 as these were unsecured debts. CRESTS interest not accrued for the 2002 Combined Period
approximated $12.7 million. '

Results of Operations — Discontinued Operations

Discontinued operations include results of operations for both assets sold during the reporting period and
assets that have been identified for sale. Consequently, the 18 hotels and three land parcels that were held for
sale at December 31, 2003, as well as the ten hotels and the office building that were sold or otherwise
disposed of during 2003, are included in discontinued operations. We present the current year’s results of these
hotels as discontinued operations as well as the comparative results for the previous two years.
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Year Ended December 31, 2003 Compared to the 2002 Combined Period and the Year Ended
December 31, 2001 ‘

Set forth below is the condensed combined statement of operations for properties classified as’
discontinued operations:

2002 Increase Increase-
Combined (decrease) (decrease)
2003 Period 2001 2003 versus 2002 2002 versus 2001

(28 hotels) (1) (28 hotels) (28 hotels)
(8 in thousands)

Revenues )
Rooms .............. $46,451 $63,860  $ 71,752 $(17,409) $ (7,892)
Food and beverage . . .. 11,264 16,709 19,020 (5,445) (2,311)
Other............... 3,422 . 4,629 5,712 (1,207) (1,083)
Total revenues ....... 61,137 85,198 96,484 (24,061) (11,286)
Operating expenses
Direct:
Rooms............ 14,439 20,782 22,158 (6,343) (1,376)
Food and beverage . .- 8,905 13,516 15,206 (4,611) (1,690)
Other............. 2,483 3,075 3,662 (592) (587)
Total direct expenses 25,827 37,373 41,026 (11,546) (3,653)
’ 35,310 47,825 55,458 (12,515) {7,633)
Other operating expenses
General, administrative
and other.......... 29,643 40,478 40,515 (10,835) (37
Depreciation and
amortization ....... 3,367 13,558 16,480 (10,191) (2,922)
Impairment of long-
lived assets ........ 5,387 — 46,837 5,387 (46,837)
Total other operating :
expenses ........ 38,397 54,036 103,832 (15,639) (49,796)
(3,087) (6,211) (48,374) 3,124 42,163
Non-operating income
(expense):
Interest expense ........ (3,953) (3,855) (3,509) (98) (346)
Gain on asset dispositions 3,085 — — 3,085 —
Loss before income taxes
and reorganization
items ............... (3,955) (10,066) (51,883) 6,111 41,817
Reorganization items . . . . (648) 1,652 (3,344) (2,300) 4,996
Loss before income taxes (4,603) (8,414) (55,227) 3,811 46,813
Benefit for income taxes — 1,200 — (1,200) 1,200
Netloss............... $(4,603) $(7,214) $(55,227) $§ 2611 $ 48,013

(1) The 2003 revenues and expenses in the table above includes de minimus amounts of the eight hotels conveyed to a
lender in January 2003 and the one hotel returned to the lessor of a capital lease, also in January 2003.
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The disposition of nine hotels in January 2003 adversely affects comparability between periods of results
of operations for the properties included in discontinued operations. Results of operations for our discontinued
operations were affected by the same macroeconomic factors discussed above for our continuing operations.
Additional factors affecting the results for 2003, the 2002 Combined Period and 2001 are discussed below.

Year Ended December 31 2003 Compared to the 2002 Combined Period

Revenues and expenses included in discontinued operations were aﬁected by hotel dlsposmons in January
2003. :

The 2002 Combined Period results include the following revenues and expenses for eight hotels conveyed
to a lender in satisfaction of related debt and one hotel returned to the lessor of a capital lease in January 2003:

2002 Combined
Period

(8 in thousands)

Revenues:
Rooms ............ T e . $17,116
Food and beverage . ............. e e 4,657
Other ............ O 716
Total revenues. . . .. .. e e 22,489
Operating expenses: '
Direct: = . ‘ : T
"Rooms ........... SR T T 5939
Foodandbeverage..:...‘......‘..........'.................: ....... 3,781
Other .....c....... e e e 653
- Total direct expenses «................. e .. 10,393
General, administrative and other....... e e . $10,406 .
Depreciation and amortization ......................... AP A ’ $ 2,938

Substantially all of the total revenue, direct expense, and general, administrative and other expense
differences between 2003 and the 2002 Combined Period are-a result of the disposition of these nine hotels. Of
the $10.2 million decrease in depreciation and amortization expense between 2003 and the 2002 Combined
Period, $2.9 million was attributable to the disposition of these nine hotels. Addmonally, the lower asset base
as a result of fresh start reporting and the effect of not depreciating assets once they are identified for sale
accounted for an additional $4.8 million and $2.3 million of the decrease, respectively.

The impairment of long-lived,assets-of $5.4 million recorded in 2003 represents the write-down of assets
held for sale. In accordance with-GAAP, assets identified for sale are valued at the lower of their estimated
selling prices, less costs to sell, and their carrying values. Where the estimated net selling prices exceeded the
carrying values, no gain was recorded.

Gain on asset dispositions of $3.1 million represents gain on the sale of one hotel and one office building
in November 2003. The gain represents the excess of the net proceeds of the sale over the carrying values of
these two properties. The income tax benefit for the 2002 Combined Period related to a hotel sold during 2001
and represented reductions of accruals for state income tax prov1s1ons recorded during 2001.

The 2002 Combtned Period Compared to the Year Ended December 31, 2001

The reductlon in depre<:1at10n and amortization expense between the 2002 Combmed Period and 2001
was due to the reduced carrying values of certain assets arising from impairment charges recorded in the
fourth quarter of 2001. This decrease was partially offset by additional depreciation related to capital
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improvements. Also, depreciation for the period November 23, 2002 to December 31, 2002 declined as a result
of the write-down of fixed assets recorded on the implementation of fresh start reporting.

- Of the impairment charges of $46.8 million for 2001,.$47.3 million related to assets held for use, offset by
a recapture of $0.5 million of impairment charges related to assets previously held for sale that were no longer
being actively marketed for sale.

Reorganization items for the 2002 Combined Period consisted of:

» Adjustments recorded on the application of fresh start reporting of $5.0 million consisting of gain on
extinguishment of debt of $33.3 mllhon offset by fixed asset write downs and other fresh start
adjustments of $28.3 million; and

» Expenses incurred as a result of the Chapter 11 proceedings of approximately $3.3 million, consisting
mainly of legal and professional fees.

Reorganlzatlon items for 2001 consisted of write-offs of deferred loan fees of $2.8 million and expenses
incurred as a result of the Chapter 11 proceedings of approximately $0.5 million.

Income taxes

Because we incurred net losses, we paid no federal income tax for the year ended December 31, 2003, the
2002 Combined Period or the year ended December 31, 2001. At December .31, 2003, we had available net
operating loss carryforwards of approximately $270 million for federal income tax purposes, which will expire
in 2004 through 2023. Under our plans of reorganization, substantial amounts of net operating loss
carryforwards were utilized to offset income from debt cancellations in the 2002 Combined Period. Also, our
reorganization under Chapter 11 resulted in an ownership change, as defined in Section 382 of the Internal
Revenue Code. Consequently, our ability to use the net operating loss carryforwards to offset future income is
subject to certain annual limitations. Due to these limitations, a portion or all of these net operating loss
carryforwards could expire unused. At December 31, 2003, we established a valuation allowance of
$140.0 million to fully offset our net deferred tax asset.

" In addition, we recognized an income tax provision of $0.2 million for 2003, a benefit of $1.3 million for
the 2002 Combined Period and a provision of $2.8 million for 2001. The benefit for the 2002 Combined Period
related primarily to a reduction of the provision recorded in 2001, while the 2003 and 2001 provisions related
primarily to 11ab1htles for state income taxes ‘

i

EBITDA

Earnings before interest, taxes, depreciation and amortization (“EBITDA”) is a widely-used industry
measure of performance and also is used in the assessment of hotel property values. EBITDA is a non-GAAP
measure and should not be used as a substitute for measures such as net income (loss), cash flows from
operating activities, or other measures computed in accordance with GAAP. Depreciation and amortization
are significant non-cash expenses for us as a result of the high proportion of our assets which are long-lived,
including property, plant and equ1pmcnt We depreciate property, plant and equipment over their estimated
useful lives and amortize deferred financing and franchise fees over the term of the applicable agreements. We
believe that EBITDA provides pertinent information to investors as an additional indicator of our
performance.
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The following.table presents EBITDA, a non-GAAP measure, for 2003, the _2002 Combined Period and
2001 and provides a reconciliation with our (loss) income from continuing operations, a GAAP measure:

. : 2002
Tl -' ' 2003 Combined Period 2001

(8 in thousands)

" Continuing operations: : S
(Loss) income — continuing operations .............. $(27,074) $ 10,254 $(87,537)

- Depreciation and .amortization ....... e 29,761 - 43,636 46,065
Impairment of long-lived asset ...................... 12,667 _ — 20,503
- Fresh start adjustments . ......... e — (33,318) —
- Interest income and other . ................. S (807) (4,954) (709)
INterest EXPenSse . ..o ve ittt - 28,581 28,273 71,817
Preferred stock dividends .............. S, 8,092 — —
_Gain on asset dispositions .......................... (445) — (23,975)
Interest on the preferred redeemable securities . .
(CRESTS) .t e — — 12,869
Provision (benefit) for income taxes — continuing ' :
OPEIAtIONS .« v v\ vt e sttt i e 178 {128) 2,829
EBITDA .......... S $ 50,953 $ 43,763 $ 41,862

EBITDA for the three penods presented above were negatlvely affected by the following reorganization
expenses :

2002
2003 Combined Period 2001
S : : ) ($ in thousands)

Write-off of deferred ﬁnancmg COSES . voreeaennnn, § - $ — $ 18,628
‘Other reorganization items:” o S ' .
Legal and professional fees .............. PV ©311 19,414 2,766
Loan extension fees ........... e g 1,025 —_ —
Other............ ..o, [P 61 2,864 278

$ 1,397 $ 22,278 $ 21,672

In addition, EBITDA for 2003 and the‘t 2002 Combined Period were affected by other Chapter 11
‘expénses (included in general administrative and other) of $4.6 million, and EBITDA for the 2002 Combined
Penod was aﬂected by other Chapter 11 expenses of $0 8 mrlhon

Quarterly Results of Operatiobns ‘

The following table presents certain quarterly data for the eight quarters ended December 31, 2003. The
data have been derived from our unaudlted condensed consolidated financial statements for the periods
1nd1cated Our unaudited consolidated financial statements have been prepared on substantially the same basis
as our audited consolidated financial statements included elsewhere in this report and include all adjustments,
consisting primarily of normal recurrlng ad)ustments that we consider to be necessary to presént fairly this
information whén read in conjunction wrth our consolidated financial statements and notes thereto appearing
elsewhere in this report The results of operatrons for any quarter are not necessarily indicative of the results to
be expected for future periods. Total revenues and total expenses for each quarter were as reported in our
quarterly filings with the Securities and Exchange Commission. However, the allocation of the revenues and
expenses between our continuing operations and discontinued operations are not as reported in our quarterly
filings because the results of discontinued operations, in the tables below, are based on the hotels held for sale
as of December 31, 2003. The allocation of results of operations between our continuing operations and
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discontinued operations, at the time of the quarterly filings, was based on thc assets held for sale, if any, as of
the dates of those filings. .

Successor I Predecessor
Fourth  Third  Second  First __Fourth Quarter 2002 Third  Second First
Quarter Quarter  Quarter Quarter . November 23 October 1 to  Quarter Quarter Quarter

2003 2003 2003 2003 to December 31 | November 22 2002 2002 2002
: (In thousands, except per share data)

Revenues — Céntinuing - . .
operations . ............. $ 73,685 $81,699 $82,738 § 73,292 $ 25,306 $49,612  $83,508 $ 89,532 $.76,615

Direct operating — . i p
Continuing operations . . . . 30,758 31,739 30,937 29,037 12,573 18,665 32,088 33,567 29,716
Gross profit .............. 42,927 49,960 51,801 44,255 12,733 30,947 51,420 55,965 46,899

Net income (loss)*. .. ..... $(16,506) $(3,646) $(2.441) $ (9,084) $ (9,326) | $27,890  $(4,557) § 3463  (14,430)

Net income (loss)
attributable to common o
stock* .. ... L. o $(16,506) $(3,646) $(6,259) $(12,860)  $(10,836) $27,890 $(4,557) $ - 3,463 $(14,430)

Basic and diluted loss per
common share attributable

to common stock........ $ (236) $ (0.52) $(0.89) § (1.84) § (1.5%) $ 098 $(0.16) § 0.12 § (0.51)
Direct operating expenses as . ‘ e

a % of revenues .. ....... ’ 41.7%  38.8%  37.4% 39.6% 49.7% 37.6% 38.4% 37.5% 38.8%
Gross contribution as a % of - - .

TEVENUES ... ...o'venn.. 583% 61.2%  62.6% 60.4% 50.3% 62.4% 61.6% 62.5% 61.2%

* There were no extraordinary items or cumulative effect of accounting change adjustments, during the above
periods.

Historically, our operations and related revenues and operating results have varied substantially from
quarter to quarter. We expect these variations to continue for a variety of reasons, primarily. seasonality.
However, due to the fixed nature of certain expenses, such as marketing and rent, our operating expenses do
not vary as significantly from quarter to quarter.

Liquidity and Capital Resources
Working Capital

We use our cash flows primarily for operating expenses, debt service, and capital expenditures. Currently,
our principal sources of liquidity consist of cash flows from operations, existing cash balances and a
$2.0 million working capital revolving credit facility that expires on May 1, 2004. Cash flows from operations
may be adversely affected by factors such as a reduction in demand for lodging or certain large scale
renovations being performed at our hotels. To the extent that significant amounts of our accounts receivable
are due from airline companies, a further downturn in the airline industry also could materially and adversely
affect the collectibility of our accounts receivable, and hence our liquidity. At December 31, 2003, airline
receivables represented approximately 25% of our accounts receivable, net of allowances. A further downturn
in the airline industry could also affect our revenues by decreasing the aggregate levels of demand for travel.
We expect that the sale of certain assets will provide additional cash to pay down outstanding debt and to fund
a portion of our capital expenditures. One of our hotels and an office building were sold during 2003, four
hotels were sold between January 1, 2004 and‘March 1,2004 and we have 14 hotels and three land parcels as
held for sale. Of the five hotels and one office building sold between November 1, 2003 and March 1, 2004, the
aggregate net proceeds received were $23.2Imillion, $14.6 million of which was used to pay down debt and
$8.6 million of which was used for general corporate purposes, including capital expenditures.

Our ability to. make scheduled debt service payments and fund operations and capital expenditures
depends on our future performance and financial results, including the successful implementation of our
business strategy and, to a certain extent, the general condition of the lodging industry and the general
economic, political, financial, competitive, legislative and regulatory environment. In addition, our ability to
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refinance our indebtedness depends to a certain extent on these factors as well. Many factors. affecting our
future performance and financial results, including the severity and duration of macroeconomic-downturns, are
beyond our control. See “Matters Which May Affect Future Results — Risks Related to Our Business.”

During 2004, we will seek to raise capital through an offering ‘to the public of our common stock, the
purpose of which will be to redeem our outstanding Preferred Stock to fund capital expenditures related to
renovations and repositionings of selected hotels, and for general corporate purposes 1ncludmg fundlng our
growth strategy.

_ We intend to continue to-use our cash flow to make scheduled debt service payments and fund our
operations and capital expenditures and, therefore, do not anticipate paying dividends on our common stock in‘
the foreseeable future. As provided by the terms of the Preferred Stock, we paid the dividends that were due
on our Preferred Stock on November 21, 2003 by the issuance of additional shares of Preferred Stock, with
fractional shares paid in cash.

Although we have emerged from Chapter 11, the distribution of shares to the general unsecured creditors
is net complete as we continue to reconcile the claims made by those creditors. We have established a
disputed-claims reserve out-of which those claims will be paid. Until this process is complete, we will continue
to imcur éxpenses in respect of these claims as well as Bankruptcy Court fees and professional fees.

In accordance w1th GAAP all assefs held for sale, mcludmg assets that would normally be classified as
long-term assets in the ordinary course of business, were reported as “assets held for sale” in current assets.
Similarly, all liabilities related to assets held for sale were moved to the current liability category, including
debt that would otherwise be_classified as long-term liabilities in the ordinary course of business.

At December 31, 2003, after.reclassifying assets held for sale as current assets and liabilities related to the
assets-held for sale as:current liabilities, we had working capital (current assets less current liabilities) of
$2.4 million, compared with a working capital deficit of $6.8 million at December 31, 2002. See “— Debt,
contractual obligations and franchise agreements — Exit Financing” with respect to our decision to include
the Merrill Lynch Mortgage debt financing in our long-term debt.

“Although there was some recovery in the hotel industry during the second half of 2003, the weak U.S.
economy and the severe  decline in the lodging industry after the terrorist.attacks on September 11, 2001
continued to, negatively affect lodging demand during 2003. It is difficult to predict how long it will take for the .
industry ‘to ‘recover fully and for our revenues from- continuing operanons to reach satisfactory levels. We
continue to focus on hotél renovations and repositionings, both as a means of improving ‘our competitive -
position in individual- markets and to comply with franchisor requirements. During 2004, we plan to spend
approximately $40 million on capital expenditures, subject to availability of funds In the short term, we
continue to-diligently monitor our costs. !

. We' beheve that the comblnatlon of our current cash cash flows from operatlons cap1ta1 expend1ture
escrows and the proceeds of asset sales will be sufficient to meet our liquidity needs for the next 24 months. If
we fa11 to _qualify for extensions of ‘maturity on our debt obligations to Merrill Lynch Mortgage and/or
Lehrnan Wwe will seek fo reﬁnance those obhgatlons with other lenders. If we are unable to refinance those ,

obligations with other lenders, we will pursue asset sales to reduce total indebtedness and loan-to-value ratios,
-and. then 'séek to refinance the remaining debt. It may not be possible to effect those asset sales in-a timely
fashion; further, large-scale sales of hotels niight adversely affect our business. We cannot provide assurance
that we will -qualify for extefisions of maturity on either the Merrill Lynch or Lehman debt, or that, if we do .
not so-qualify, we would'be able to reﬁnance those obhgauons with third parties on favorable terms, or at all.

Our ablhty to meef our longer—term cash needs is dependent on the recovery of the economy and the
lodging industry, improved operating results, the successful implementation of our portfolio improvement
strategy and-our ability to obtain thirdparty sources- of capital-on favorable. terms as and when needed. Our
future liquidity needs -and sources of working capital are subject to uncertainty and we can’provide no -
assurance that we will have' sufficient liquidity to be able to -meet our operating expenses, debt service
requirements, including scheduled maturities, and planned capital expenditures. We could lose the right to”
operate certain hotels under nationally recognized brand names, and furthermore, the termination of one: or
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more franchise agreements could lead to defaults and acceleration under one or more of our loan agreements
as well as obligations to pay liquidated damages under the franchise agreements. See “Matters Which May
Affect Future Results — Risks Related to- Our Business” for further discussion of conditions that could
adversely affect our estimates of future liquidity needs and sources of working capital.

Cash Flow
Operating activities (Continuing Operations)

During 2003, operating activities generated $34.8 million in cash, while cash flows used in operating
activities for the 2002 Combined Period was $6.0 million. The increase in cash provided by operating activities
is partially attributable to the availability in 2003 of cash which was previously restricted and also to the
reduction in Chapter 11 expenses.

Investing activities (Continuing Operations)

Investing activities accounted for an outlay of approximately $22.9 million for 2003 compared with
$30.6 million for the 2002 Combined Period. Due primarily to large scale renovations performed at some of
our hotels during 2003, capital expenditures totaled $30.8 million, $7.5 million higher than the $23.3 million
spent in the 2002 Combined Period. Capital expenditures in 2003 were partially funded by withdrawals of
$7.2 million from lender-controlled capital expenditure escrows, while in the 2002 Combined Period, these
escrow balances were increased by $6.2 million. We also received proceeds of $0.8 million in 2003 as
compensation for the condemnation of land. Net proceeds from the sale of a hotel and an office building
totaled $12.3 million. Though the net sale proceeds of $12.3 million formed part of our cash provided from
investing activities, on a consolidated basis, this is not reflected in the investing activities for our continuing
operations on our consolidated statement of cash flows since it forms part of the cash flows of our discontinued
operations. Other investing activities consisted primarily of other depos1ts and payments of franchise
application fees net of refunds. : '

Financing activities (Continuing Operations)

Cash flows used in financing activities were $11.8 million for 2003 while cash provided by financing
activities was $33.7 million for the 2002 Combined Period. Financing activities for 2003 consisted primarily of
proceeds of long-term debt of $80.0 million relating to the Lehman Financing and proceeds from the working
capital revolver of $2.0 million, offset by repayment of other long-term debt of $87.1 million and the revolver
of $2.0 million. The repayment of long-term obligations of $87.1 million includes the repayment of the
mortgage debt which was secured by 18 hotels that emerged from Chapter 11 on May 22, 2003. This debt was
repaid from the proceeds of the Lehman Financing. Payment of deferred loan fees for 2003 of $4:8 million
relates to the Lehman Financing. For the 2002 Combined Period, financing activities consisted of proceeds of
long-term debt of $309.0 million from our exit financing, received in November 2002, less payments of long-
term debt of $267.8 million, primarily relating to debt repaid from the exit financing. The payments of
deferred loan fees for the 2002 Combined Period of $7.6 million related prlmarlly to costs of obtaining the exit
financing.

On September 18, 2003, we drew down the full avallablhty of $20 nnlhon under a revolvlng loan
agreement with OCM Real Estate Opportunities Fund 1I, L.P. (“OCM Fund II”). The facility is secured by
two land parcels located in California and New Jersey and expires on May 1, 2004. Borrowings under the
facility bear interest at the fixed rate of 10% per annum and were repaid in December 2003 out of the proceeds
we received from the sale of an office building. As of March 1, 2004, the full amount was available on the
facility.

Oaktree Capital Management, LLC. (“Oaktree”) may be deemed to be the beneficial owner of 1,664,752
shares of our common stock, including 1,578,611 shares owned by OCM Fund II. Oaktree is-the general
partner of OCM Fund II; accordingly, Oaktree- may be deemed to beneficially own the shares owned by OCM
Fund II. Oaktree disclaims any such beneficial ownership. Russel S. Bernard, a principal of Oaktree, and Sean
F. Armstrong, a managing director of Qaktree, are also directors of Lodgian.
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Debt, contractual obligations and franchise agreements

The following table sets forth our debt and contractual. obligations:

Total

" Contractual Obligations Due by Year

$733,960

$387,853

" 2004 . 2005 2006 . 2007 2008 After 2008
($ in thousands)
Continuing Operations
Exit Financing(1)
Merrill Lynch Mortgage Lending, Inc.(6) .......... . $274238  $ 4237 $270001 § — § — $§ — § —
Computershare Trust Company of Canada . .. .. PR 7,521 222 240 259 6,800 — —
Lehman Financing(2) o )
Lehman Brothers Holdings, Inc. ............... ... . 51,126 ) 757 50,369 — — - —
Qtlger Financings(3) . ’ »
Colﬁmn Financial, Inc. .......... P T . 27,300 2,242 2,491 2,768 3,076 3,418 13,305
Lehman Brothers Holdings, Inc. ........ Ll e 23,409 482 529 S80 21,818 — —
JP Morgan Chase Bank...... ............. ..... 10,644 530 570 615 665 720 7,544
DDL Kinser ...t RO 2,385 98 2,287 — — -_ —
Column Financial, Inc. .......................... 8,943 398 437 480 528 580 6,520
Column Financial, Inc. .......................... 3,206 137 3,069 -— — — —
Robb Evans, Trustee ........... ... ... ... .. 6,982 .. 6,982 — — — — —
Total Other Financings .............c.cooiun. . 82,869 10,869 9,383 4,443 26,087 4,718 27,369
: : 415,754 - 16,085 329,993 4702 32,887 4,718 27,369
Long-term debt — other(4) -......0. ... ... - . 8,043 478 3,447 391 397 382 2,948
423,797 16,563 - 333,440 5,093 33,284 5,100 30,317
12.25% curnulative Series A Preferred Stock subject
to mandatory redemption(5) .......... .. ... 140,294 — — — — — 140,294
Ground and parking lease obligations. . . .. R 107,245' 2,765 2,776 2,784 2,806 2,846 93,268
Total continuing obligations .................... 671,336 19,328 336,216 7,877 36,090 7,946 263,879
Obligations Related to Assets Held for Sale )
Exit Financing(1) .
Merrill Lynch Mortgage Lending, Inc.(6) .......... 25,095 388 24,707 — — — —
Lehman Financing(2)
Lehman Brothers Holdings, Inc. .............. ..., 25,323 327 24,996 — — — —
Other Financingé (3) . ) .
Fi_rst Union Bank ............. i, 3,359 56 63 - 69 3,171 — —
Long-term debt — other(4) ....... F N 1,308 — 1,308 i — —_ — —
Ground and parking lease obligations. .............. 7,539 555 563 571. 554 552 . 4,744
Total Obligations Related to Assets Held for Sale .. 62,624 . 1,326 51,637 - 640 3,725 552 4,744
$20,654 $8,517  $39,815 88,498  $268,623 -

(1) Discussed below under the caption “Exit Financing.”

(2) Discussed below under the caption-“Lehman Financing.”

(3) Discussed below under the captlori “Other Financings.”

'

(4) Comprised of deferred interest related to the Lehman Fmancmg of $4.3 million, a long-term ground lease
($2.5 million), unsecured notes payable of $2.0 million and other deferred credits of $0. 6 million.

(5) Discussed below under the caption “Preferred Stock.”

(6) In the table above, we report the. Merrill Lynch Mortgage debt as matufing in November 2005 because we intend to
extend the maturity date and we believe we will be ehglble for that extcnsmn See also, “Factors Which May Affect

Future Results — Rxsks Relatmg to Our Business.”
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We did not include the following information in the table above:

» Interest obligations — A substantial portion of our interest payments vary with LIBOR and would be
difficult to project. For 2003, interest paid with respect to our continuing operations was $29.8 million;

« Franchise fees — Substantially all of our franchise fees vary with our revenues. Franchise fees expense
for 2003 relating to our continuing operatlons are shown below under the caption “Franchise
Agreements and Capital Expenditures”;

+ Equipment rentals and costs relating to our maintenance contracts — These items are of a short term
nature and are cancellable by us. For 2003, costs relating to equipment rentals and maintenance
contracts for our continuing operations were approximately $1.9 million and $4.6 million, respectively;
and - : ‘

+ Property and income taxes — These taxes vary from year to year and are not estimable. For 2003,
property taxes relating to our continuing operations were $12.2 million. We paid no federal income
taxes for 2003. State income taxes paid, net of refunds, for 2003 were $0.2 million.

» Other purchase obligations — As of December 31, 2003, we had no material purchase obligations.
Exit Financing ‘

On November 25, 2002, we received exit financing of $309.0 million comprised of three separate
components as follows:

+ Senior debt of $224.0 million from Merrill Lynch Mortgage, accruing interest at the rate of LIBOR
plus 2.24%, secured by, among other thmgs first mortgagc liens on the fee simple or leasehold interests
in 55 of our hotels;

« Mezzanine debt of $78.7 million from Merrill Lynch Mortgage, accruing interest at the rate of LIBOR
plus 9.00%, secured by the equity interest in the subsidiaries owning 56 of our hotels (the 55 hotels
which secure the senior debt and one additional hotel); and

« Debt provided through Computershare Trust Company of Canada, a Canadian lender, of $10.0 million
Canadian dollars (approximately $6.3 million U.S. dollars at inception) maturing in December 2007,
accruing interest at the fixed rate of 7.88% and secured by a mortgage on the property located in
Windsor, Canada.

In March 2003, as permitted by the terms of the senior and mezzanine debt agreements, Merrill Lynch

Mortgage exercised its right to “resize” the senior and mezzanine debt amounts, prior to the securitization of
the mortgage loan. As a result, the principal amount of the senior debt was decreased from $223.7 million
(initially $224.0 million less $0.3 million of principal payments) to $218.1 million, and the principal amount of
the mezzanine debt was increased from $78.6 million (initially $78.7 million less $0.1 million of principal
payments) to $84.1 million. Though the blended interest rate on the Merrill Lynch Mortgage debt remained
-at LIBOR plus 4.00% at the date of the resizing, the interest rate on the senior debt was modified to LIBOR
plus 2.36% and the interest rate on the mezzanine debt was modified to LIBOR plus 8.25%. The interest rate
on the mezzanine debt increased to LIBOR plus 8.79% as of December 1, 2003. Therefore, the new blended
rate on the Merrill Lynch Mortgage debt is LIBOR plus 4.15%. Furthermore, as a result of the securitization
of the mortgage loan, Merrill Lynch Mortgage no longer has the rlght to amend or waive provisions
thereunder,

The senior and mezzanine debt matures in' November 2004, but we have three one-year options which
could extend the maturity date for an additional three years. The first option to extend the maturity date of the
senior and mezzanine debt by up to one year (to November 2005) is available to us provided no events of
default occur in respect of the payment of principal, interest and other required amounts. Because we intend to
extend the maturity date and we believe we will be eligible for that extension, we report the senior and
mezzanine debt as maturing in 2005. The second and third extension terms will be available to us only if no
events of default of any kind exist, and are subject to a minimum debt service coverage ratio of 1.20x and a
debt yield requirement of 13.25%, which we currently do not satisfy. Payments of principal and interest under
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this facility are due monthly. At maturity, we will either exercise the extensron option with- Mernll Lynch
Mortgage or seek to refinance these loans with a new lender. .

The senior and mezzanine debt agreements provide that when either (i) the debt yield for the trailing
12-month period is below 13.25% dunng the year endrng November 2004 (and if the loan is extended, 13.50%,
13.75% and 14.00% durrng each of the next three years of the loan, respectrvely) or (ii) the debt service
coverage ratio is below 1.20x, excess cash flows produced by the mortgaged hotels (after payment of operating
expenses, management fees, required reserves, service fees, pnn01pal and 1nterest) must be_ deposited in a
restricted cash account. These funds can be used for the prepayment of aggregate outstanding borrowings,
capital expenditures reasonably approved by the 1ender and up to an aggregate $3.0 million of scheduled
principal and interest payments due under these agreements Funds will no longer be deposited into the
restricted cash account when the debt yield and the debt service coverage ratio are sustained above the
minimum requirements for three consecutive months. On March 31, 2003 the debt yield for the hotels
securing this debt fell below the then applicable 12.75% minimum threshold and, therefore, the excess cash
flow produced by the hotels securing the debt was retained in the restricted cash account starting on May 1,
2003. The restricted cash balance in this account as of December 31, 2003 was $0.9 million. During 2003,
$7.5 million was released from the restricted cash account for capital expenditures and scheduled interest and
principal payments. As of March 1, 2004, no cash was being retained in the restricted cash account. At
December 31, 2003, the debt yield and the debt service coverage ratio remained below the minimum
requirements. Further, the mezzanine debt agreement with Merrill Lynch Mortgage requires that we maintain
a minimum net worth of at least $10.0 million.

Lehman Financing

On May 22, 2003, we completed the $80.0 million Lehman Financing, which was primarily used to settle
debts secured by 18 hotels. The Lehman Financing, provided to 18 newly-formed subsidiaries (one for each
hotel), is a two-year term loan with an optional one-year extension and bears interest at the higher of 7.25% or
LIBOR plus 5.25%. The one-year extension is only available if, at the time of electing to extend and at the
initial maturity date, there are no events of default. If we opt for the one-year extension, an extension fee of
$3.0 million is payable. Pursuant to the terms of the agreement, additional interest of $4.4 million is also
payable upon the maturity date (May 22, 2005, or the new maturity date if we opt for the extension).
Payments of principal and interest on the Lehman Financing are due monthly. If an event of default occurs,
the interest rate increases by 325 basis points, or 3.25%, for the period of the default. At maturity in May 2005,
we will either exercise this extension option with Lehman or seek to refinance these loans with a new lender.

Other Financings

On November 25, 2002, loans approximating $83.5 million, secured by 20 hotels, were substantially
reinstated on their original terms, except for the extension of certain maturities. The terms of one other loan,
in the amount of $2.5 million and secured by one hotel, were amended to provide for a new interest rate and a
new maturity date.

Our indebtedness to J.P. Morgan Chase of approximately $10.6 million represents industrial revenue
bonds issued on the Holiday Inn Lawrence and Holiday Inn Manhattan, both Kansas properties. The
industrial revenue bonds require a minimum debt service coverage ratio, calculated as of the end of each’
calendar year. For the year ended December 31, 2003, the cash flows of both hotels were insufficient to meet
the minimum debt service coverage ratio requirements. The trustee of the industrial revenue bonds may give
notice of default, at which time we could remedy the default by depositing with the trustee an amount
currently estimated at approximately $0.4 million. In the event a default is declared and not cured, the
properties would be subject to foreclosure and we would be obligated to reimburse bondholders, pursuant to a
partial guaranty, of approximately $1.4 million. In. addition, we could be obligated to pay our franchisor
liquidated damages in the amount of $1.3 million. Total revenues for these two hotels for the year ended
December 31, 2003, the 2002 Combined Period and the year ended December 31, 2001 were $8.0 million,
$7.2 million and $9.1 million, respectively.
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On September 30, 2003, first mortgage debt of approximately $7.0 miltion of MHA became due. We own
60% of MHA, and MHA'’s sole asset is the Crowne Plaza Hotel in Macon, Georgia. The lender initially
agreed to extend the term of the debt to December 31, 2003, and then to June 30, 2004, while we explore
alternative financing opportunities. We have escrowed foreclosure documents that will allow the lender to
foreclose on the property on June 30, 2004 if we have not repaid the mortgage debt by that date. There can be
no assurance that we will complete a refinancing on or before the due date or that the lender will grant further
extensions. If we.are not able to refinance the debt and the lender does not grant further extensions, the
property would be subject to foreclosure. A foreclosure on the property would constitute a default of the
franchise agreement; therefore, we may be liable for $0.9 million in liquidated damages under the franchise
agreement. Total revenues for‘the Crowne Plaza Hotel in Macon, Georgia for the year ended December 31,
2003, the 2002 Combined Period and the year ended December 31, 2001 were $5.6 million, $5.9 million and
$6.0 million, respectively. The debt of approximately $7.0 million is 1ncluded in the current portion of long-
term debt in our consolldated balance sheet.
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" Mortgaged Properties

Set forth below, by debt pool, is a summary of our long-term debt (including current portion) with the
applicable interest rates and the carrying values of the property, plant and equipment which collateralize the
long-term debt: - ) : o

o ‘ December 31, 2003

" No.'of Property, plant and =~ Long-term
Hotels - equipment, net(1) obligations(1) Interest rates

(8 in thousands) .

Exit Financing

Merrill Lynch Mongége Lending, Inc. — Senior . . .. - : $216,052 LIBOR plus 2.36%
Merrill Lynch Mortgage Lending, Inc. — Mezzanine 83,281 LIBOR plus 8.79%
Merrill Lynch Mortgage Lending, Inc. — Total ..... 56 $401,793 299,333

Computeisharc Trust Company of Canada . ........ 1 - 14,106 7,521 7.88%
Lehman Financing : ‘ ' ) » -

Lehman Brothers Holdings, Inc. ........ R 17 69,539 ' 76,449 - Higher of LIBOR plus

5.25% or 7.25%
Other Financings .

Column Financial, Tnc. ... voveeennnnn .. POUTR T 61,681 27,300 10.59%
Lehman Brothers Holdings, Inc. .................. ' 5 38,125 23,409 $16,496 at 9.40%:
. . : $6,913 at 8.90%
JP Morgan Chase Bank ............o.ovuiinn..) 2 8,913 10,644 7.25%
DDL Kinser ......oovvviiinneinnnna,ny TETRI 1 3,188 o 2,385 - 8.25%
First Union Bank .. ..................... e 1 4,297 3,359 ' 9.38%
Column Financial, Inc. ..................... i 1 6,491 8,943 : 9.45%
Column Financial, Ine. ......................... 1 6,120 3,206 ’ 10.74%
Robb Evans, Trustee .............. PR 1 6,365 6,982 Prime plus 4.00%
Total — Other Financings............... e L2 135,180 86,228 .
. 95 620,618 469,531 6.33%(2)
Long-term debt — other * ‘ : .
Deferred interest— long-term ............0..... . — - 4,337
Deferred rent on a long-term ground lease. . ... - — -~ 2,506
Tax notes issued pursuant to our Joint Plan of o ‘
Reorganization .......................o : — — 1,957
Other.................. . — _ — 551
, = — 9,351
- Property, plant and equipment — other........... = 4,824 —
95 625,442 . 478,882
Held forsale.”............. e e e Lousy . (61,624) (53,204)
Total December 31, 2003 ... ... ARSI 77  $563,818 $425,678

(1) Long-term obligations and property, Iﬁlant and equipment of the one hotel in which we have a non-
controlling equity interest and do not consolidate are excluded from the table above.

(2) Represents the annual weighted average cost at December 31, 2003.

The documents governing the terms of both the Merrill Lynch Mortgage debt and the Lehman Financing
contain covenants that place restrictions on certain of our subsidiaries’ activities, including acquisitions,
mergers and consolidations, the sale of our assets, and the incurrence of liens. Failure to comply with the
covenants under a loan agreement would, and franchise agreement terminations could, constitute an event of
default that would permit acceleration by a lender. Acceleration of a loan agreement could materially and
adversely affect us. See “Matters Which May Affect Future Results — Risks Relating to Our Business.”
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Preferred Stock

On November 25, 2002, we issued 5,000,000 shares of Preferred Stock with a par value of $0.01 at $25.00
per share. Each share of Preferred Stock has a liquidation preference over our common stock. The dividend is
cumulative, compounded annually and is payable at the rate of 12.25% per annum on November 21 of each
year. As provided by the terms of the Preferred Stock, the first dividend was paid on November 21, 2003 by
means of the issuance of additional shares of Preferred Stock, with fractional shares paid in cash. We thus
issued 594,299 shares of Preferred Stock as dividends and paid cash dividends of approximately $18,500 for
fractional shares. We expect to issue an additional 17,461 shares of Preferred Stock as dividends to those
general unsecured creditors who have not yet received their shares of Preferred Stock. If any Preferred Stock
is then outstanding, the board of directors will determine whether the dividends due November 21, 2004 and
2005 will be paid in cash or in kind via the issuance of additional shares of Preferred Stock. The Preferred
Stock is subject to redemption at any time at our option and to mandatory redemption on November 21, 2012.
If we redeem the Preferred Stock prior to November 21, 2004, the redemption price will be 104% of the
liquidation value per share of the Preferred Stock. The liquidation value is $25.00 per share plus accrued
dividends. The redemption price is reduced by 1% for each succeeding twelve-month period through
November 20, 2007, after which the Preferred Stock is redeemable for the liquidation value.

On July 1, 2003, in accordance with SFAS No. 150, we reclassified the Preferred Stock to the liability
section of our consolidated balance sheet and began presenting the related dividends in interést expense, which
totaled $8.1 million for the period July 1, 2003 to December 31, 2003. Prior to the adoption of SFAS No. 150,
we presented the Preferred Stock between liabilities and equity in our consolidated balance sheet (called the
“mezzanine” section) and reported the Preferred Stock dividend as a deduction from retained earnings, with
no effect on our results of operations. In accordance with SFAS No. 150, the Preferred Stock and the
dividends for the period prior to July 1, 2003, have not been reclassified.

* Franchise Agreements and Capital Expenditures

We benefit from the superior brand qualities of the Crowne Plaza, Holiday Inn, Marriott, Hilton and
other brands, including the reputation of these brands, reservation bookings through their central reservation
systems, global distribution systems, guest loyalty programs and brand Internet booking sites. Reservations
made by means of these franchisor facilities generally account for approximately 30% of our total reservations.

To obtain these franchise affiliations, we enter into franchise agreements with hotel franchisors that
generally have terms of between 10 and 20 years. These franchise agreements typically authorize us to operate
a hotel under the franchise name, at a specific location or within a specified area, and require that we operate
the hotel in accordance with the standards specified by the franchisor. As part of our franchise agreements, we
are generally required to pay a royalty fee, an advertising/marketing fee, a fee for the use of the franchisor’s
nationwide reservation system and certain ancillary charges. Royalty fees generally range from 3.0% to 6.0% of
gross room revenues, advertising/marketing fees generally range from 1.0% to 4.5% of gross room revenues
and reservation system fees generally range from 1.0% to 2.0% of gross room revenues. In the aggregate,
royalty fees, advertising/ marketing fees and reservation fees for the various brands under which we eperate our
hotels range from 5.0% to 12.5% of gross room revenues.

The costs incurred in connection with. these agreements are primarily monthly payments due to the
franchisors based on a percentage of room. revenues. These costs vary with revenues and are not fixed
commitments. Franchise fees 1ncurred for the year ended December 31, 2003 and the comparative penods

were: » :
2002

. Combined .
2003 Period 2001
) ' ‘ ‘ ‘ {$ in thousands)
_Continuing operations ...................... T, $20,569  $20,996 $22,531
DisContinued operations. .. .... A e e 3,816 5,303 6,053

$24,385 . $26,299 . $28,584
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- During the term of the franchise agreements, the franchisors may require us to upgrade facilities to
comply with their current standards. Our current franchise agreements terminate at various times and have
differing remaining terms. For example, the terms of seven, twelve and ten of our franchise agreements are
scheduled to expire in 2004, 2005 and 2006, respectively. As franchise agreements expire, we may apply for a
franchise renewal. In connection with renewals, the franchisor may require payment of a renewal fee,
increased royalty and other recurring fees and substantial renovation of the facﬂl‘ues or the franchlsor may
elect at its sole dlscretlon not to renew the franchise.

o If we do not comply with the terms of a franchrse agreement followmg notice and an opportunity to cure
the noncompliance or default, the franchisor has the right to terminate the agreement, which could lead to a
default and acceleration under one or more of our loan agreements, which could materially and adversely
affect us. In the past, we have been able to cure most cases of noncompliance and most defaults within the
cure periods. If we perform an economic analysis of the hotel and determine that it is not economically
justifiable to comply with a franchisor’s requirements, we will either select an alternative franchisor or operate
the hotel without a franchise affiliation. This could adversely affect us. See “Factors Which May Affect
Future Results — Risks Related to Our Busmess v

As of March 1, 2004, we have been notlﬁed that we were not in compliance with some of the terms of ten
of our franchise agreements and have received default and termination notices from franchisors with respect to
an additional five hotels. We cannot assure you that we will be able to complete our action plans (which we
estimate will cost approximately $6.4 million) to cure the alleged instances of noncompliance and default prior
to the specified termination dates or be granted additional time in which to cure any defaults or other
noncompliance. We believe we are in compliance with our other franchise agreements.

In addition, as part of our bankruptcy reorganization proceedings, we entered into stipulations with each
-of our major franchisors setting forth a timeline for completion of capital expenditures for some of our hotels.
However, we have not completed the required capital expenditures for 35 hotels in accordance with the
stipulations and estimate that the cost of completing the required capital expenditures is $26.1 million. The
franchisor could therefore seek to declare 1ts franchise agreement in default and could seek to terminate the
franchise agreement. ‘

With the exception of one hotel held for sale, we believe that we will cure the noncompliance and defaults
on these hotels before the applicable termination dates, but we cannot provrde assurance that we will be able
to do so or that we will be able to obtain additional time in which to do so. If a franchise agreement is
terminated, we will either select an alternative franchisor or operate the hotel independently of any franchisor.
However, terminating or changing the franchise affiliation of a hotel could requrre us to incur significant
expenses including liquidated damages, and capital expenditures.

To comply with the requrrements of our franchisors and to 1mprove our competmve ‘position in the
individual markets, we plan to enhance our capital expenditures in 2004.

,Oﬂ' Balance Sheet Arrangements

We have no off balance sheet arrangements
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FACTORS WHICH MAY AFFECT FUTURE RESULTS

We make forward looking statements in this report and other reports we file with the SEC. In addition,
‘management may make oral forward-looking statements in discussions with analysts, the media, investors and
others. These statements include statements relating to our plans, sirategies, objectives, expectatlons
intentions and adequacy of resources, and are made pursuant to the safe harbor provisions of the. Private
Securities Litigation Reform Act of 1995. The words “believes,” “anticipates,” “expects,” “intends,” “plans,”
“estimates,” and “projects” and similar expressions are intended to identify forward-looking statements. These
forward-looking statements reflect our current views with respect to future events and the impact of these-
events on our business, financial condition, results of operations and prospects are subject to many I‘ISkS and
uncertainties including the followmg : : :

« The effects of reglonal nanonal and mtematlonal economic conditions, including the magnitude and
duration of the recent economic downturn in the United States;

» Competitive conditions in the lodging industry and increases in room capacity;

+ The effects of actual and threatened terrorist attacks and international conflicts and their impact on
domestic and international travel, including the potcntlally marked decrease in travel in connectlon
with military action in Iraq or elsewhere;

+ The effectiveness of changes in management and our ability to retain quahﬁed 1nd1v1duals to serve in
senior management positions;

* Requirements of franchise agreements, including the right of some franchisors to immediately
terminate their respective agreements if we breach certain provisions;

» Seasonality of the hotel business;
» The ﬁnancial condition of the airline industry and its impact on air travel;

'+ The effect that Internet reservation channels may- have on the rates that we are able to chargc for
hotel rooms;

« Increases in the cost of debt and our continued ompliance with the terms of our loan agreements;
« The high level of our assets which are encumbered;
"« Our ablhty to meet the contmumg hstmg requlrcments of the American Stock Exchange;

+ The effect of self-insured claims in excess of our reserves, or our ability to obtain adequate property
and liability insurance to protect against losses, or to obtain insurance at reasonable rates;

» Potential litigation and/or governmental .inquiries and investigations;

» Laws and regulations applicable to our business, including federal, state or local hotel, resort,
restaurant or land use regulations, employment, labor or disability laws and regulations;

« The short time that the public market for our new securities has existed; and

» The risks identified below under “Risks Related to Our Business” and “Risks Relating to Our
Common Stock™.

Any of these risks and uncertainties could cause actual results to differ materially from historical results
or those anticipated. Although we believe the expectations reflected in our forward-looking statements are
based upon reasonable assumptions, we can give no assurance that our expectations will be attained and
caution you not to place undue reliance on such statements. We undertake no obligation to publicly update or
revise any forward-looking statements to reflect current or future events or circumstances or their impact on
our business, financial condition, results of operations and prospects.

The following represents risks and uncertainties which could either individually or together cause actual
results to differ materially from those described in the forward-looking statements. If any of the following risks
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actually occur, our business, financial condition, results-of operations, cash ﬁow liquidity- and prospects are
likely to suffer. In that case, the trading price of our common stock could decline and you may lose all or part
of your investment in our common. stock

Risks Related to Our Business .

We may not be able to meet the requirements 1mposed by our franchisors in our franchise agreements
and therefore could lose the rzght to operate one or more hotels under a nattonal brand.

- We operate substantially all offour hotels pursuant to franchise agreements with franchisors for nationally
recognized hotel brands. The franchise agreements generally contain specific standards for, and restrictions
and limitations on, the operation and maintenance of a hotel in order to maintain uniformity within the
franchisor system. The standards are subject to change over time. Compliance w1th any new standards could
cause us to incur- stgnrﬁcant expenses and capital expenditures.

JIf we do not comply with. standards or terms of any of our franchise . agreements those franchise
agreements may be terminated after we have been given notice and an opportunity to cure the noncompliance
or default. As of March 1, 2004, we have been notified that we were not in compliance with some of the terms
of ten of our franchise agreements and have received default and termination notices from franchisors with
respect to an additional five hotels. We cannot assure you that we will be able to complete our action plans
(which we estimate will cost approximately-$6.4 million) to cure the alleged instances of noncompliance and
default prior to the specified termrnauon dates or be granted additional time in which to cure any defaults or
other noncompliance. ‘

_In addition, as part of our bankruptcy reorganization proceedings, we entered into stipulations with each
of our major franchisors setting forth a:timeline for completion of capital expenditures for some of our hotels.
However, as of March 1,"2004,- we have not completed the required capital expenditures for 35 hotels in
accordance with the stipulations and we estimdte that the cost of completing these required capital
expenditures is $26.1 million. The franchisor could therefore seek to declare 1ts franchrse agreement in default
and could seek to termrnate the franeh1se agreement

If a franchise agreement is termmated we will either select an altematlve franchisor or operate the hotel
1ndependent1y of any franchisor. However terminating or.changing the franchise affiliation of a hotel could
require us to incur significant expenses, including liquidated damages and capital expenditures. Moreover, the
loss of a franchise agreement could have a material adverse effect upon the operations or the underlying value
of the hotel covered by the franchise because of the loss,of associated guest loyalty, name recognition,
marketing support and centralized reservation systems provrded by the franchisor. We also would be in default
under one or more of our loan agreements if:

« we are unable to replace, in a timely fashion (which, 1n the case of hotels that secure ‘our Lehman
Financing, is only five days), a terminated franchise agreement with a new franchise agreement
acceptable to the lender whose loan is secured by the affected hotel and we fail to prepay a
contractually specrﬁed release value relating to that hotel to the lender; or

"+ in the case of hotels that secure our borrowings from Merrill Lynch Mortgage, we expenence either:
» four franchise agreement ‘terminations at one time, or

+ one or more franchise agreement terminations for hotels whose allocated loan amounts represents
5% or more of the total allocated loan amounts.

Any such franchise agreement terminations could materially and adversely affect us.

Our current franchise agreements terminate at various times and-have differing remaining terms. For
example, the terms of seven, twelve and ten of our franchise agreements are scheduled to expire in 2004, 2005
and 2006, respectrvely As a condition to renewal, the franchise agreements frequently contemplate a renewal
application process, which ‘may require substantial capital improvements -to be made to the: hotel and
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substantial increases in franchise fees payable to the franchisor. Significant unexpected capital expenditures
and franchise fees would adversely affect us.

Hotels vequire a high level of capital expenditures, maintenance and vepairs and if we are not able to meet
these requirements of our hotels appropriately, our business and operating results will suffer.

In order to maintain our hotels in good condition and attractive appearance, it is necessary to replace
furnishings, fixtures and equipment periodically, generally every five to seven years, and to maintain and repair
public areas and exteriors on an ongoing basis. Due to a lack of available funds, made worse by our heavy debt
load, weakness in the U.S. economy, and the severe decline in travel in the aftermath of the terrorist attacks of
September 11, 2001, we have deferred many capital expenditures on our hotels. If we do not make necessary
maintenance, repairs and capital improvements, occupancy and room rates could fall, thereby adversely
affecting our operating results, and we risk termination of franchise agreements at the affected hotels. Further,
the process of renovating a hotel can be disruptive to operations, and a failure to properly plan and execute
renovations and to' schedule them during seasonal declines in business can result in renovation dlsplacement
an mdustry term for a temporary loss of revenue due to implementing renovations.

All of our hotels are pledged as collateral for mortgage loans, and we have a signiﬁcant amount of debt that
could limit our operational flexibility or otherwise adversely affect our financial condition.

As: of December 31, 2003, we had $478.9 niillion of total long-terni' 'debf outstahding. We are subject to
the risks normally associated with significant amounts of debt, such as:

+ We may not be able to repay, refinance or extend our maturing indebtedness on favorable terms or at
all. We have $17.3 million, $384.5 million and $5.2 million of indebtedness maturing in 2004, 2005 and
2006, respectively. Of these amounts, the Merrill Lynch Mortgage financing, which matures in
November 2004 and is subject to three one-year extensions, totaled $299.3 million as of December 31,
2003 and currently is secured by 54 of our hotels. The first option to extend the maturity date of. the
Merrill Lynch Mortgage debt by up to one year (to November 2005) will be available to us as long as
no events of default occur in respect of the payment of principal, intérest and other required amounts.
Because we intend to extend the maturity date and we believe we will be eligible for that extension, we
report that debt as maturing in 2005. The second and third extension terms will be available to us only
if no events of default of any type exist and minimum debt service coverage ratio and debt yield
requirements are satisfied, which requirements we currently do not satisfy. The Lehman Financing,
which matures in 2005 and is subject to a one-year extension, totaled $76.4 million as of December 31,
2003 and currently is secured by 15 of our hotels. The one-year extension will be available only if, at
the time of electing to extend and at the initial maturity date, no events of default of any type exist, and
we pay an extension fee in the amount of $3.0 million; ‘ ‘

"« If we are unable to refinance or extend the maturity of our maturing indebtedness, we may not
otherwise be able to repay such indebtedness. Debt defaults could Iead to us being forced to sell one or
more of our hotels on unfavorable terms or, in the case of secured debt, convey the mortgaged hotel(s)
to the lender, causing a loss of any ant1c1pated income and cash flow from, and our invested cap1ta1 in,
such hotel(s);

All of our hotels are pledged as collateral under existing mortgage loans totaling $469.5 million as of
December 31, 2003, which represented 75.7% of the book value of our hotel property, plant and
equipment, net, as of December 31, 2003, and, as a result, we have.limited flexibility to sell our hotels
to satisfy cash needs;

» Increased vulnerability to downturns in our business, the lodging industry and the general economy;
¢ Qur cash flow from operations may be insufficient toc make required debt service payments; -
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» Qur ability to obtain other financing to fund future workmg -capital, capital expenditures and other
general corporate requlrcments may be limited;

« We may be required to dedicate a substant1a1 portion of our-cash flow from operations to debt service
_payments, reducing the avallablhty of our cash flow to fund working capital, capital expenditures, and
other needs and placm_g us at a competitive dlsadvantage with other companies that have greater
resources and/or less debt;

+ Our ﬁex1b1hty in planning for, or reactmg to, changes in our business and industry may be restricted;
and

» We currently are, and may in the future be, unable to pay dividends on our common stock.

The terms of our debt mstruments ‘place many restrtctzons on us, which reduce operattonal ﬂeubzltty and
create default risks. ‘ ‘ .

Our outstanding dcbt'instrumf;nts subject us to financial covenants, including leverage and coverage
ratios. Our compliance with these covenants depends substantially upon the financial results of our hotels. In
particular, our debt agreements with Merrill Lynch Mortgage, an affiliate of one of the underwriters, require a
minimum debt yield and a minimum debt service coverage ratio. The senior and mezzanine debt agreements
with Merrill Lynch-Mortgage provide that when either (i) the debt yield for the trailing 12-month period is
below 13.25% during the year ending November 2004 (and if the lean is extended, 13.50%, 13.75% and
14.00% during each of the next three years of the loan, respectively) or (ii) the debt service coverage ratio is
below 1.20x, excess cash flows produced by the mortgaged hotels (after payment of operating expenses,
management fees, required reserves, service fees, principal and interest) must be deposited in a restricted cash
account. These funds can be used for the prepayment of aggrcgate outstanding borrowmgs under these debt
agreements, capital expenditures reasonably approved by the lender, and up to an aggregate $3.0 million of
scheduled principal and interest payments due under these agreements. Funds will no longer be deposited into
the restricted cash account when the debt yield and the debt service coverage ratio are sustained above the
minimum requirements for three consecutive months. On March 31, 2003, the debt yield fell below the
12.75% minimum threshold and, therefore, the excess cash flow produced by the mortgaged hotels was
retained in the restricted cash account starting on May 1, 2003. The cash that was retained in the restricted
cash account has since been released by Merrill Lynch Mortgage for capital expenditures and scheduled
principal and interest payments. As of March 1, 2004, no cash was being retained in the restricted cash
account. However, the debt yield and the debt service coverage ratio continue to remam below the minimum
requirements,

Through our wholly-owned subsidiaries, we owe approximately $10.6 million under industrial revenue
bonds secured by the Holiday Inns Lawrence, Kansas and Manhattan, Kansas hotels. For the year ended
December 31, 2003, the cash flows of the two hotels were insufficient to meet the minimum debt service
coverage ratio requirements. The trustee of the bonds may give notice of default, at which time we could
remedy the default by depositing with the trustee an amount currently estimated at apprommately $0.4 mil-
lion. In the event a default is declared and not cured, the two hotels would be subject to foreclosure and we
would be obligated to reimburse bondholders pursuant to a partial guaranty of approximately $1.4 million. In

addition, we could be obligated to pay our franchisor liquidated damages in the amount of $1.3 million.

On September 30, 2003, mortgage debt of approximately $7.0 million of Macon Hotel Associates, L.L.C.
became due, which maturity has been extended to June 30, 2004. We own 60% of Macon Hotel Associates,
and Macon Hotel Associates’ sole asset is the Crowne Plaza Hotel in Macon, Georgia. We are attempting to
.refinance this.debt: and have escrowed foreclosure documents that will allow the lender to foreclose on the
property on June 30, 2004 if our attempts are not successful. If we are not able to refinance the debt and the
lender does not grant further extensions, the property would be subject to foreclosure. A foreclosure on the
property would constitute a default of the franchise agreement; therefore, we may be liable for $0.9 million in
liquidated damages under the franchise agreement. :
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The restrictive covenants in our debt documents may reduce our flexibility in conducting our operations
and may limit our ability to engage in activities that may be in our long-term best interest. Our failure to
comply with our debt documents, including these restrictive covenants, may result in additional interest being
due and would constitute an event of default, in some cases with notice or the lapse of time, that, if not cured
or waived, could result in the acceleration of the defaulted debt and the sale or foreclosure of the affected
hotels. As noted above, under certain circumstances the termination of a hotel franchise agreement could also
result in the same effects. A foreclosure would result in a loss of any anticipated income and cash flow from,
and our invested capital in, the affected hotel. No assurance can be given that we will be able to repay, through
financings or otherwise, any accelerated indebtedness or that we will not lose all or a portion of our invested
capital in any hotels that we sell in such circumstances.

Rising intevest rates could have an adverse effect on our cash flow and interest expense.

A significant portion of our indebtedness is subject to variable interest rates. In the future, we may incur
additional indebtedness bearing interest at a variable rate, or we may be required to refinance our existing
indebtedness at higher interest rates. Accordingly, increases in interest rates will increase our interest expense
and adversely affect our cash flow, reducing the amounts available to make payments on our indebtedness,
fund our operations and our capital expenditure program, make acquxsltxons or pursue other business
opportunities.

To service our indebtedness, we require a significant amount of cash. Our ability to generate cash
depends on many factors beyond our control.

Our ability to make payments on and to refinance our indebtedness and to fund our operations, planned
capital expenditures and other needs will depend on our ability to generate cash in the future. Various factors
could adversely affect our ability to meet operating cash requirements, many of which are subject to the
operating risks inherent in the lodging 1ndustry and therefore are beyond our control. These risks include the
following:

» Dependence on business and leisure travelers, which have been and continue to be affected by threats
of terrorism, or other outbreaks of hostilities, and may otherwise fluctuate and be seasonal;

* Cyclical overbuilding in the lodging industry;
+ Varying levels of demand for rooms and related services;

« Competition from other hotels, motels and recreational properties, some of which may be owned or
operated by companies having greater marketing and financial resources than we do;

» Decreases in air travel;
+ Fluctuations in: operating costs;

. Changes in governmental laws and regulatlons that influence or determine wages or required remed1a1
expenditures;

+ Changes in interest rates and the availability of credit; and

» The perception of the Iodging industry and companies in the debt and equify markets.

The value of our hotels and repayment or refinancing of our debt are dependent upon the successful
operation and cash flows of the hotels.

The value of our hotels is heavily dependent on their cash flows. If cash flow declines, the hotel values
could suffer impairment and the ability to repay or refinance our debt could also be adversely affected. Factors
affecting the performance of our hotels include, but are not limited to, construction of competing hotels in the
markets served by our hotels, loss ‘of franchise affiliations, the need for renovations, the effectiveness of
renovations or repositionings in attracting customers, changes in travel patterns and adverse economic
conditions.
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~We may not be able to fund future capital needs, including necessary working capital, funds for capital
~ expenditures or acquisition financing, from operating cash flows. Consequently, we may need to rely on third-
party sources to fund our capital needs. We may not be able to obtain the financing on favorable terms or at
all, which could materially and adversely affect us. Any additional debt we. incur will increase our leverage,
which would reduce our operational flexibility and increase our risk exposure. Our access to third-party
sources of capital depends, in part, on:

. general market condrtrons
' - the market’s perception of our growth potential;
.+ -our current debt levels and property encumbrances;
-s our current and cxpected future carmngs,
. our cash ﬂow and cash needs; and

+ the market price per share of our common stock

We may not be able to implement our growth strategy

We compete for growth opportunities with national and regional hospitality companies, many of which
have greater name recognition, marketing support and financial resources than we do. Our ability to make
acquisitions and investments is dependent upon, among other things, our relationships with owners of existing
hotels, our ability to identify suitable joint venture partners and to identify and consummate joint venture
opportunities, financing acquisitions and successfully integrating new hotels into our operations. We cannot
assure you that suitable hotels for acquisition, investment, management, or rebranding, or a desired nationally
recognized brand in a particular market, will be available on favorable terms or at all. Qur failure to compete
successfully for acquisitions, to finance those acquisitions on favorable terms, or to attract or maintain
relationships with hotel owners and major hotel investors, or to achieve favorable returns on investments in
hotel acquisitions, renovations and repositionings, could adversely affect our ability to expand our system of
hotels. An inability to implement our growth strategy successfully would limit our ability to grow our revenues,
net income and cash flow. . s

Our currvent and future jomt venture investments could be adversely aﬁected by our lack of sole decision-
makmg authority, our reliance on joint venture partners ﬁnanczal condition and performance and any
disputes that may arise between us and our joint venture partners

We currently have an ownership interest in five of our hotels through Joint Vcntures We anticipate that a
significant portion of any future hotel acquisitions will be made through joint ventures, although no assurance
can be given that we will identify suitable joint-venture partners or opportunities or enter into joint venture
agreements on favorable terms or at all. We generally will not be in a position to exercise sole decision-making
authority regarding the hotels owned through such joint ventures. Investments in joint ventures may, under
certain circumstances, involve risks not present when a third party is not involved, including the possibility that
joint venture partners might become bankrupt or fail to fund their share of required capital contributions. Joint
venture' partners may have business interests, strategies or goals that are inconsistent with our business
interests, strategies or goals and may be; and in cases where we have a minority interest will be, in a position to
take actions contrary to our policies, strategies or objectives. Joint venture investments also entail a risk of
impasse on decisions, such as acquisitions or sales, because neither we nor our joint venture partner would
have full control over the joint venture. Any disputes that may arise between us and our joint venture partners
may result in litigation or arbitration that could increase our expenses and could prevent our officers and/or
directors from focusing their time and effort exclusively on our business strategies. Consequently, actions by or
disputes with our joint venture partners. might result- in subjecting: hotels owned by the joint venture to
additional risks. In addition, we may in certain circumstances be liable for the actions of our third-party joint
venture partners.

Fresh start reporting will make future financial statements difficult to compare.

In accordance with the requirements of SOP 90-7, Financial Reporting by Entities in Reorganization
Under the Bankruptcy Code, we adopted fresh start reporting effective November 22, 2002. Because SOP 90-7
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required us to reset our assets and liabilities to current fair value, our financial position, results of operations
and cash flows for periods ending after November 22, 2002 will not be comparable to the financial position,
results of operations and cash flows reflected in our historical financial statements for periods ending on or
prior to November 22, 2002 included elsewhere in this Form 10-K. The use of fresh start reporting will make it
difficult to assess our future prospects based on historical performance.

Our prior bankruptcy proceedings could adversely affect our operations going forward.

On December 20, 2001, Lodgian and substantially all of our subsidiaries that owned hotels filed for
voluntary reorganization under Chapter 11 of the Bankruptcy Code. Lodgian and affiliates owning 78 hotels
officially emerged from bankruptcy on November 25, 2002, However, the adverse publicity and news coverage
regarding our Chapter 11 reorganization and financial condition and performance could adversely affect our
operations going forward. Our bankruptcy filing had an adverse affect on our credit standing with our lenders,
certain suppliers and other trade creditors. This can increase our costs of doing business and can hinder our
negotiating power with our lenders, certain suppliers and other trade creditors. The failure to negotiate
favorable terms could adversely affect us. Though we have emerged from Chapter 11, the distribution of
shares to the general unsecured creditors is not complete as we continue to reconcile the claims made by these
creditors. Until this process is complete, we will continue to incur expenses with respect to the reorganization
process.”

We have a hzstory of significant losses and we may not be able to successfully improve our performance
to achieve profitability.

We incurred cumulative net losses of $320.0 million from January. 1, 1999 through December 31, 2003
and had an accumulated deficit of $50.1 million as of December 31, 2003. Our ability to improve our
performance to achieve profitability is dependent upon a recovery in the general economy, combined with an
improvement in the lodging industry specifically, and .the successful implementation of our business strategy.
Our failure to improve our performance could have a material adverse effect on our business, results of
operations, financial condition, cash flow, liquidity and prospects. The economic downturn which commenced
in early 2001 and the terrorist attacks of September 11, 2001 and the subsequent threat of terrorism resulted in
a sharp decline in demand for hotels and continued to affect our results during 2002 and 2003. The lodging
industry experienced some recovery during the second half of 2003, but we were not able to benefit fully from
the recovery due to deferred capital expenditures and renovation displacement at some of our hotels. Although
Smith Travel Research recently forecasted RevPAR growth for the U.S. lodging industry in 2004 due to rising
occupancy and rates and an improving economy, this forecast does not apply specifically to.our portfolio of
hotels. As a result, we may not realize some or ‘any of the benefits of that growth, particularly as some of our
hotels are still under renovation and some need to be renovated.

Acts and threats of terrorism, the ongoing war against tervorism, military conflicts and other factors
have had a negative impact on and may continue to have a negative effect on the lodging industry and
our results of operations.

‘The terrorist attacks of September 11, 2001 and the continued threat of terrorism, including changing
threat levels announced by the Department of Homeland Security, have had a negative impact on the lodging
industry and on our hotel operations from the third quarter of 2001 to the present. These events have caused a
significant decrease in occupancy and ADR in our hotels due to disruptions in business and leisure travel
patterns and concerns about travel safety. In particular, major metropolitan area and airport hotels have been
adversely affected by concerns about air travel safety and a significant overall decrease in the amount of air
travel. We believe the uncertainty associated with subsequent terrorist threats and incidents, military conflicts
and the possibility of hostilities with other countries may continue to hamper business and leisure travel
patterns and our hotel operations for the foreseeable future, and if these matters worsen the effects could
become materially more adverse.
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We may be unable to sell real estate, including our assets held for sale, in a timely manner or at
expected prices. :

We currently have 14 hotels and three land parcels listed as assets available for sale; however, real estate
assets generally cannot be sold quickly. No assurance can be given that we will be able to sell one or more of
these hotels on favorable terms or at all or that franchisor approval for transfer of a brand can be obtained
when requested. A franchisor may refuse to approve a transfer in its sole discretion. Furthermore, even if we
are able to sell these hotels, we may not be able to realize any cash proceeds from the sales after paying off the
related lenders. Additionally, we may not be able to sell these hotels in sufficient time to apply the proceeds to
fund our working capital, capital expenditures and debt service needs. If a franchise agreement relating to a
hotel is in default or is terminated by the franchisor, the value of the hotel could decline, perhaps substantially.
In the future, we may not be able to vary our portfolio of hotels or other real estate promptly in response to
changes in hotel performance or' economic or other conditions. This inability to respond promptly could
adversely affect us.

Our expenses may remain constant-or increase even if revenues decline.

The expenses of owning a hotel are not necessarily reduced when circumstances such as market factors
and competition cause a reduction in revenues from the hotel. We could be adversely affected by:

» Rising interest rate levels;

* The lack of availablevﬁnancing on favorable terms, or at all, to fund our working capital, debt service
requirements, planned capital expenditures or other cash needs;

* Increased costs associated with vwag_es, employee benefits and taxes, property taxes, utilities and
insurance; and

¢ Changes in and the cost of compliance with government regulatlons including those governing
environmental, usage zoning and tax matters

We may make acqms:tzons or investments that are not successful and that adversely affect our ongoing
operations.

We may acquire or make investments in hetel companles or hotcl portfolios that we believe complement
our business. We lack experience in making these types of acquisitions. As a result, our ability to identify
prospects, conduct acquisitions and properly manage the integration of acquisitions is unproven. If we fail to
properly evaluate, execute and integrate hotel acquisitions or investments, we may be materially and adversely
affected. In making or attempting to make acquisitions or investments, we face a number of risks, including:

+ Identifying suitable acquisition or investment candidates, performing appropriate due diligence,
identifying potential liabilities and negotiating favorable terms for acquisitions and investments;

' » Reducing our working capital and hindering our abilit); to expand or maintain our business, including
making capital expenditures and funding operations;

» The potential distraction of our management, diversion'of our resources and disruption of our business;

+ Competing for acquisition opportunities with competitors that are larger than we are or have greater
financing and other resources than we have;

» Accurately forecasting the financial impact of an acquisition or investment; and
« Effectively integrating acqulred compames or mvestmcnts and achieving expected performance.
Losses may exceed our insurance coverage or estimated reserves.

We are seif-insured up to certain amounts with respect to our insurance coverages. Should a material
uninsured loss or a loss in excess of insured limits occur with respect to any particular property, we could lose
our capital invested in the property, as well as the anticipated incomie and cash flow from the property and, in
the case of debt which is with recourse to us, would remain obligated for any mortgage debt or other financial
obligations related to the property. We cannot assure you that material losses in excess of insurance coverage
or estimated res€rves will not occur in the future or that we will not be required to pay a significant deductible
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for such coverage. Any such loss would have an adverse effect on us. In addition, if we are unable to maintain
insurance that meets our debt and franchise agreement requirements, and if we are unable to amend or waive
those requirements, it could have a material adverse effect on us.

Competition in the lodging industry could have a material adverse effect on our busmess and vesults of
opevations.

There is no single competitor or small number of competitors that are dominant in the lodging industry.
We generally operate in areas that contain numerous other competitors, some of which may have substantially
greater resources than we have. Competitive factors in the lodging industry include, among others, supply in a
particular market, franchise affiliation, re_asonableness of room rates, quality of accommodations, service
levels, convenience of locations and amenities customarily offered to the traveling public. There can be no
assurance that demographic, geographic or other changes in markets will not adversely affect the convenience
or desirability of the locales in which our hotels operate, competing hotels will not pose greater competition for
guests than presently exists, or that new hotels will not enter such locales. New or existing competitors could
offer significantly lower rates or greater conveniences, services or amenities or significantly expand or improve
existing facilities or introduce new facilities in markets in Wthh we compete Any of these factors could
materially and adversely affect us.

Adverse conditions in markets in which we do substantial amounts of business, such as our four largest
markets of Baltimore/Washington, D.C., Pittsburgh, Buffalo/Niagara Falls and Phoenix, could
negatively affect our vesults of operations.

Our operating results depend upon our ability to achieve and maintain adequate room rates and
occupancy levels in our hotels. Adverse economic or other conditions in markets, such as Pittsburgh, in which
we have multiple hotels may negatively affect our occupancy and ADR, which in turn would negatively affect
our revenue and could materially and adversely affect our results of operations. Our hotels located in
Baltimore/ Washington, D.C., Pittsburgh, Buffalo/Niagara Falls and Phoenix provided an aggregate of
approximately 27.2% of our consolidated 2003 revenues and contained an aggregate of approximately 22.5% of
our total available rooms during the year ended December 31, 2003. As a result of this geographic
concentration of our hotels in these markets, we are particularly exposed to the risks of downturns in these
local economies and to other local conditions, which could adversely affect the operating results of our hotels
in these markets. - -

The lodging business is seasonal.

Demand for accommodations, and the resulting cash flow, vary seasonally. The high season tends to be
the summer months for hotels located in colder climates and the winter months for hotels located in warmer
climates. Aggregate demand for accommodations at the hotels in our portfolio is, however, lowest during the
winter months. Levels of demand are dependent upon many factors that are beyond our control, including
general and local economic conditions and changes in levels of leisure and business-related travel. Our hotels
depend on both business and leisure travelers for revenues. Additionally, our hotels operate in areas that
contain numerous other competitive lodging facilities.

‘We have experienced significant changes in our senior management team.

There have been a number of changes in our senior management team during the last two years and since
our emergence from bankruptcy. Our chief executive officer was hired in July 2003 and our chief financial
officer and our chief operating officer were promoted to their positions in October 2003 and May 2002,
respectively. If our new management team is unable to develop successful business strategies, achieve our
business objectives or maintain effective relationships with employees, suppliers, creditors and customers, our
ability to grow our business and successfully meet operational challenges could be impaired.

If we lose or are unable to obtain key personnel, our ability to eﬂecttvely operate our business could be
hindered.

Our ability to maintain or enhance our competitive position will depend to a significant extent on the
efforts and ability of our executive and senior management, particularly our chief executive officer. Our future
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success and our ability to manage future: growth will depend in large part upon the efforts of our management
team and on our ability to attract and retain other highly qualified personnel. Competition for personnel is
intense, and we may not be successful in attracting and retaining our personnel. Our inability to retain our
current management team and attract and retain other highly qualified personnel could hinder our business.

The increasing use of third-payty travel websites by consumers may adversely affect our profitability.

Some of our hotel rooms are booked through third-party travel websites such as Travelocity.com,
Expedia.com, Priceline.com and Hotels.com. If these Internet bookings increase, these intermediaries may be
able to obtain higher commissions, reduced room rates or other significant contract concessions from us.
Moreover, some of these Internet travel intermediaries are attempting to offer hotel rooms as a commodity, by
increasing the importance of price and general indicators of quality-(such as “three-star downtown hotel”) at
the expense of brand identification. We believe that the goal of these Internet intermediaries is to have
consumers eventually develop brand loyalties to their reservation systems rather than to our brands. Although
most of the business for our hotels is expected to be derived from traditional channels, if the amount of sales
made through Internet intermediaries increases significantly, room revenues . may flatten or decrease and our
profitability may be adversely affected.

We may be unable to utilize all of our net operating loss carryforwards.

As of December 31, 2003, we had approximately $270 million of historical net operating loss
carryforwards for federal income tax purposes. To the extent that we do not have sufficient future taxable
income to offset these net operating loss carryforwards, unused losses will expire between 2004 and 2023. Our
ability to use these net operating loss carryforwards to offset future income is also subject to annual limitations.
- An audit or review by the Internal Revenue: Serv1ce could result in the reduction in the net operating loss

carryforwards available to us. :

Aspects of our_operatians are subject to government regulation, and changes in government regulations
may adversely affect our results of operations and financial condition.

A number of states and local governments regulate the licensing of hotels and restaurants, including
occupancy and liquor license grants, by requiring registration, disclosure statements and compliance with
specific standards of conduct. Occupancy licenses are obtained prior to the opening of a hotel but may require
renewal if there is a major renovation. We believe that our hotels are substantially in compliance with these
requirements or, in the case of liquor licenses, that they have or will promptly obtain the appropriate licenses.
Operators of hotels also are subject to_employment laws, including minimum wage requirements, overtime,
working conditions and work permit requirements. Compliance with, or changes in, these laws could increase
the cost of operatlng the affected hotels and/or reduce the revenue from our hotels and could otherwise
adversely affect our resuits of operatlons and financial condmon

Under the Americans w1th Disabilities Act, or ADA, all public accommodations are required to meet
federal requirements related to access and use by disabled persons. These requirements became effective in
1992. Although we have invested and continue to invest significant amounts in connection with ADA-required
upgrades to our hotels, a determination that any of our hotels are not in compliance with the ADA could result
Jin a judicial order requiring compliance, imposition of fines or an award of damages to private litigants.

Costs of compliance with environmental laws and regulations could adversely aﬁ"ect' operating results.

Under various federal, state, local and foreign environmental laws, ordinances and regulations, a current
or previous owner or operator of réal property may be liable for noncompliance with applicable environmental
and health and safety requirements and for the costs of investigation, monitoring, removal or remediation of
. hazardous or toxic substances. These laws often impose liability whether or not the owner or operator knew of,
or was responsible for, the presence of hazardous or toxic substances. The presence of thése hazardous or toxic
substances on a property could also result in personal injury or property damage or similar claims by private
parties. In addition, the presence of contamination, or the failure to report, investigate or properly remediate
contaminated property, may adversely affect the operation of the property or the owner’s ability to sell or rent
the property or to borrow funds using the property as collateral. Persons who arrange for the disposal or
treatment of hazardous or toxic substances may also be liable for the costs of removal or remediation of those
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substances at the disposal or treatment facility, whether or not that facility is or ever was owned or operated by
that person. :

The operation and removal of underground storage tanks also are regulated by federal, state and local
laws. In connection with the ownership and operation of our hotels, we could be held liable for the costs of
remedial action for regulated substances and storage tanks and related claims.

) Some of our hotels contain asbestos-containing building materials, or ACBMs. Environmental laws
require that ACBMs be properly managed and maintained, and may impose fines and penalties on building
owners or operators for failure to comply with these requirements. Third parties may be permitted by law to
seek recovery from owners or operators for personal injury associated with exposure to contaminants,
including, but not limited to, ACBMSs. Operation and maintenance programs have been developed for those
hotels which are known to contain ACBMs.

Many, but not all, of our hotels have undergone Phase I environmental site assessments, which generally
provide a nonintrusive physical inspection and database search, but not soil or groundwater analyses, by a
qualified independent environmental consultant. The purpose of a Phase I assessment is to identify potential
sources of contamination for which the hotel owner or others may be responsible. None of the Phase I
environmental site assessments revealed any past or present environmental liability that we believe would have
a material adverse effect on us. Nevertheless, it is possible that these assessments did not reveal all
environmental liabilities or compliance concerns or that material environmental ligbilities or compliance
concerns exist of which we are currently unaware. '

Some of our hotels may contain microbial matter such as mold, mlldew and viruses. The presence of
microbial matter could adversely affect our results of operations. Phase I assessments performed on certain of
our hotels in connection with our recent refinancings identified mold in four of our hotels. We have completed
all necessary remediation for these properties. In addition, if any hotel in our portfolio is not properly
connected to a water or sewer system, or if the integrity of such systems are breached, microbial matter or
other contamination can develop. If this were to occur, we could incur significant remedial costs and we may
also be subject to private damage claims and awards.

Any liability resulting from noncompliance or other claims relating to environmental matters could have a
material adverse effect on us and our insurability for such matters in the future.

Risks Related to Our Commeon Stock

Our common stock could be de-listed from the Amerzcan Stock Exchange if the lzstmg standards are not
" maintained.

The rules of the American Stock Exchange allow the exchange to de-list securities if it determines that a
company’s securities fail to meet its guidelines in respect of corporate net worth, public float, number of
shareholders, aggregate market value of shares or price per share. We cannot assuré purchasers of our
common stock that we will continue to meet the American Stock Exchange listing requiremenis. If our
common stock is delisted from the American Stock Exchange, it would likely trade on- the OTC Bulletin
Board, which is a quotation service for securities that are not listed ‘or traded on a national securities exchange.
The OTC Bulletin Board is viewed by most investors as less desirable and a less liquid marketplace. Thus,
delisting from the American Stock Exchange could result in investors being unable to liquidate their
investment or make trading our shares more difficult or expensive for investors, leading to declines in share
price. It would also make it more difficult for us to raise additional capltal In -addition, we would incur
additional costs under state blue sky laws to sell equ1ty if our common stock is not traded on a national
securitiés exchange.’

Our stock price may be volatile.

The market price of our common stock -could decline and ﬂuctuate significantly in response to various
factors, including: :

» Actual or anticipated variations in our results of operations;

» Announcements of new services or products or significant price reductions-by us or our competitors;

62




» Market performance by our competitors;

» Future issuances of our common stock, or securities convertible into or exchangeable or exercisable for
our common stock, by us directly, or the perception that such issuances are likely to occur;

+ Sales of our common stock by stockholders or the perception that such sales may occur in the future;
+ The sizé of our markct capitalization;

+ Loss of our franchlses

» Default on our mdcbtcdness and/or foreclosure of our properties;

» Changes in financial estimates by securities analysts; and

+ Domestic and international economic, legal and regulatory factors unrelated to our performance.

We may never pay dividends on our common stock, in which event purchasers’ only return on their
investment, if any, will occur on the sale of our common stock.

We have not yet paid any dividends on our common stock, and we do not intend to do so in the
foreseeable future. As a result, a purchaser s only return on its investment, if any, will occur on the sale of our
common stock.

_Our charter documents, employment contracts and Delaware law may impede attempts to replace or
‘remove our management or inhibit a takeover, which could adversely affect the value of our common
stock.

Our certificate of incorporation and bylaws, as well as Delaware corporate law, contain provisions that
could delay or prevent changes in our management or a change of control that you might consider favorable
and may prevent you from receiving a takeovcr premlum for your shares. These provisions include, for
example: o

¢ Authorizing the issuance of preferred stock, the terms of which may be determined at the sole
discretion of the board of directors;

* Establishing advance notice requirements for nominations for elecnon to the board of directors or for
proposing matters that can be acted on by stockholders at meetings; and

* Requiring all stockholder action to be taken at a duly called meeting, not by written consent.

In addition, we have entered, or will enter, into employment contracts with certain of our employees that
contain change of control provisions.
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New accounting pronouncements

The table below, summarizes recent accounting pronouncements and their effects on Lodgian:

‘Description

Month Issued

Effective date
for Lodgian

Summary of major
provisions

Effect on Lodgian

Operating results of real

SFAS No. 144 | Accounting for the August-01 January-02 Assets held for sale
Impairment or Disposal of estate assets and to be (18 hotels and 3 land
Long-Lived Assets sold must be classified as | parcels) and assets
discontinued operations. disposed of in 2003 are
included in discontinued
operations.
FIN No. 45 Guarantor’s Accounting November-02 | December-02 Elaborates on disclosures | No effect, since guarantees
and Disclosure to be made by a guarantor. | all relate to subsidiaries
Requirements for At the inception of the which are consolidated.
Guarantees, Including guarantee, the guarantor
Indirect Guarantees of must recognize the fair
Indebtedness of Others value of the guarantee as a
liability.
SFAS No. 148 | Accounting for Stock- December-02 | November 22, 2002 | Amends SFAS No. 123 to | Not applicable
Based Compensation — ; provide alternative
Transition and Disclosure methods of transition for
an entity that voluntarily
changes to the fair-value-
based method.
Amends SFAS No. 123 to | Required disclosures are
‘ require prominent included in the financial
disclosure about the effect | statements starting on F-1.
of the fair value method ‘
on reported net income
and earnings per share and
about an entity’s
accounting policy.
FIN No. 46 Consolidation of Variable | January-03 Special purpose Addresses consolidation by | No impact, since we have
Interest Entities entities — ' a business of variable no variable interest entities
December 31, 2003, | interest entities in which it
Other entities — first | is the primary beneficiary.
quarter of 2004.
SFAS No. 149 | Amendment of April-03 July-03 Amends and clarifies Immaterial impact, since
Statement 133 on accounting for derivative our investment in
Derivative Instruments and instruments including derivatives is minimal.
Hedging Activities certain derivative
instruments embedded in
other contracts and
hedging activities.
SFAS No. 150 | Accounting for Certain May-03 July-03 Aims to eliminate diversity | Our Mandatorily
Financial Instruments with by requiring that certain Redeemable 12.25%
Characteristics of both types of freestanding Cumulative Preferred
Liabilities and Equity instruments be reported as | Stock has been reclassified
liabilities including to long-term debt in the
mandatorily redeemable Consolidated Financial
shares which Statements starting on
unconditionally obligate page F-1 and the related
the issuer to redeem the dividends for the period
shares for cash or by July 1, 2003 to
transferring other assets. December 31, 2003 has
been included in interest
expense.
SFAS No. 132 | Employers’ Disclosures December-03 | January-04 Increases existing No impact, since our costs
(Revised about Pensions and Other disclosures by requiring in relation to pension and
2003) Postretirement Benefits more details about plan post-retirement benefits

assets, benefit obligations,
cash flows, benefit costs
and related information.

are insignificant.
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Item 7A. Quantitativé and Qualitative Disclosures About Market Risk

We are exposed to interest rate risks on our variable rate debt. At December 31, 2003 and December 31,
2002, we had outstanding variable rate debt of approximately $382.8 million and $310.2 million, respectively.

In order to manage our exposure to fluctuations in interest rates on,the U.S. portion of the exit financing
received in November 2002 ($299.3 million and $302.7 million at December 31, 2003 and December 31, .
2002, respectively), we entered into two interest rate cap agreements, which allowed us to obtain exit financing
at floating rates and effectively cap them at LIBOR of 6.44% plus the spread (See “— Liquidity and Capital
Resources”). Thus, we will earn periodic settlement payments under our interest rate caps when LIBOR
exceeds 6.44% at specified intervals set forth in the caps, which generally coincide with the dates on which
interest is payable on the underlying debt. When LIBOR is below 6.44%, there is no settlement from the
interest rate caps. Therefore, we are exposed to interest rate risks on the exit financing debt for increases in
LIBOR up to 6.44% but we are not exposed to increases in LIBOR above 6.44% because settlements from the
interest rate caps would offset the incremental interest expense. The one-month LIBOR as of December 31,
2003 was 1.13%. The notional principal amount of the interest rate caps outstanding was $302.2 million and

- $302.8 million at December 31, 2003 and at"December 31, 2002, respectively.

On May 22, 2003, we finalized an $80.0 million financing with Lehman. The Lehman Financing is a two-
year term loan with an optional one-year extension and bears interest at the higher of 7.25% or LIBOR plus
5.25%. In order to manage our exposure to fluctuations in interest rates with the Lehman Financing, we
entered into an interest rate cap agreement, which allowed us to obtain this financing at a partial floating rate
and effectively caps the interest rate at LIBOR of 5.00% plus 5.25%. When LIBOR exceeds 5.00%, the
contracts require settlement of net interest receivable at specified intervals, which generally coincide with the
dates on which interest is payable on the underlying debt. When LIBOR is below 5.00%, there is no settlement
from the interest rate cap. We are exposed to interest rate risks on the Lehman Financing for LIBOR of
between 2% and 5%. The notional prlnc1pal amount of the interest rate cap outstanding was $80.0 million at
December 31 2003.

Wlth respect to the fair market value of the three interest rate caps, (the two related to the exit financing
and the one related to the Lehman Financing), we believe that our interest rate risk at December 31, 2003 and
December 31, 2002 was minimal. The impact on annual results of operations-of a hypothetical one-point
interest rate reduction on the interest rate caps as of December 31, 2003 would be a reduction in net income of
approximately $14,000. These derivative financial instruments are viewed as risk management tools and are
entered into for hedging purposes only. We do not use derivative financial instruments for trading or
speculative purposes. However we have not elected to follow the hedging requirements of SFAS No. 133.

The fair value of the three interest rate caps as of December 31, 2003 and the two interest rate caps at
December 31, 2002 were apprommately $15,000 and $100,000, respectively. The fair values of the interest rate.
caps were recognized on the balance sheet in other assets. Adjustments to the carrying values of the interest
- rate caps are reﬂected in mterest expense.

The nature of our ﬁxed’ rate obligations does not expose us to fluctuations in interest payments. The
impact on the fair value of our fixed rate obligations of a hypothetical one-point interest rate increase on the
outstanding fixed-rate debt as of December 31, 2003 and December 31, 2002 would be a reduction in value, to
the holders of the debt, approximately $3.0 million and $3.1 million, respectively.

In addition, the hotel business is inherently capital intensive and the hotels which constitute the vast
majority of assets are long-lived. Lodgian’s exposure to market risk associated with changes in interest rates
relates primarily to its debt obligations. Approximately 80% of the long-term mortgage debt (including current
portion) carries floating rates of interest. For the balance of long-term debt, the nature of fixed rate obligations
does not expose us to the risk of changes in the fair value of these instruments. Our outstanding debt was
$478.9 million, at December 31, 2003, including current maturities and long-term debt related to assets held
for sale.
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The table below provides information about our long-term debt obligations at December 31, 2003
(excludes the debt relating to the hotel that we do not consolidate, and includes the current portion of our
long-term debt):

Lor}g-tgrm ;
iors s
2003 2004 2008 2006 2007 2008 After 2008
(8 in thousands)
Exit Financing
Merrill Lynch Mortgage Lending, Inc. —
Senior.......... e D $216,052 $ 3,338 $212,714 § — $§ — § — $§ —
Merrill Lynch Mortgage Lending, Inc. — ’ o ' '
Mezzanine ......... oo oo i 83;281 1,287 81,994 — — »— —
Merrill Lynch Mortgage Lending, Inc. — Total 299,333 4,625 294,708 — — — —
" Computershare Trust Company of Canada .. .. 7,521 222 240 259 6,800 — —
Lehman Financing
Lehman Brothers Holdings, Inc. ............ 76,449 1,084 75,365 — — — —
Other Financings
Column Financial, Inc. .................... 27,300 2,242 2,491 2,768 3076 3,418 - 13,305
Lehman Brothers Holdings, Inc. ............ 23,409 482 529 580 21,818 — —
JP Morgan Chase Bank .................... 10,644 530 570 615 665 720 7,544
DDL KinSer. . ....vviiiieeaiaeenns 2385 98 2,287 — — — —
First Union Bank ......................... 3,359 56 63 69 3171 '
Column Financial, Inc. ............ . 8,943 398 | 437 480 528 580 6,520
Column Financial, Inc. .................... 3,206 137 3,069 — — — —
Robb Evans, Trustee ............... e 6982 6982 — — — — -
86,228 10,925 9446 4,512 29,258 . 4718 27,369
Total mortgage debt ....................... 469,531 16,856 379,759 4,771 36,058 4;718 27,369
Long-term debt —other.................... 9,351 478 4755 391 397 382 2,948
Total long-term debt (including current . |
POrtion) ........ ... 478,882 17,334 384,514 5,162 36,455 5,100 30,317
Held for sale .............cccooeiiiiini. (53204)  (771) - ‘
Total long-term debt — continuing operations ‘
(including current portion) ............... $425,678  $16,563

At December 31, 2003, approximately $382.8 million of debt instruments outstanding were subject to
changes in the LIBOR or PRIME rate. Without regard to additional borrowings under those instruments or
scheduled amortization, the annualized effect of each twenty five basis point increase in the LIBOR rate
would be a reduction in income before income taxes of approximately $1.0 million. The fair value of the fixed
rate mortgage debt (book value $86.8 million) at December 31, 2003 is estimated at $86.7 million.
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- Item 8. Financial Statements and Supplementary Data
- The Consolidated Financial Statements of the*Company are included as a separate section of this report
commencing on page F-1. , L
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures

. There were no disagreements with accountants during the periods covered by this report on Form 10-K.

Item 9A. Controls and Procedures

:a) Based on an evaluation of our disclosure controls and procedures carried out as of December 31, 2003,
our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures
were effective since they would cause material information required to be disclosed by.us, in the reports which
we file or submit under the Securities Exchange Act of 1934, to be recorded, processed, summarized and
reported within the time periods specified inthe Commission’s rules and forms.

b) During the quarter ended December 31, 2003, there were no changes in our internal controls over

financial reporting which materially affected, or are likely to materially affect, our internal control over .
financial reporting. '

PART III

Item 10. Directors and Executive Officers of the Registrant

Information about our Directors and Executive Officers is incorporated by reference from the discussion
in our proxy statement for the 2004 Annual Meeting of Shareholders.

Item 11. Executive Compensation

Information about Executive Compensation is incorporated by reference from the discussion in our proxy
statement for the 2004 Annual Meeting of Shareholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management

Information about security ownership of certain beneficial owners and management is incorporated by
reference from the discussion in our proxy statement for the 2004 Annual Meeting of Shareholders.

Item 13. Certain Relationships and Related Transactions

Information about certain relationships and transactions with related parties is incorporated by reference
from the discussion in our proxy statement for the 2004 Annual Meeting of Shareholders.

Item 14. Principal Accounting Fees and Services

Information about principal accounting fees and services is incorporated by reference from the discussion
in our proxy statement for the 2004 Annual Meeting of Shareholders.
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PART IV

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a) (1) Our Consolidated Financial Statements are filed as a separate section of this report commencing
on page F-1:

(2) Financial Statement Schedule:

All Schedules are omitted because they are not applicable or required information is shown in
. the Consolidated Financial Statements or notes thereto.

(3) Exhibits:

The information called for by this paragraph is contained in'the Exhibits Index of this report,
which is incorporated herein by reference.

(b) Reports on Form 8-K: _
No reports were ﬁled on Form 8-K during the fourth quarter of 2003.
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SIGNATURES

Pursuant to the requirement of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Company has duly caused this° Report to be signed on its behalf by the undersigned, thereunto duly
authorized, on March 8, 2004..

LODGIAN, INC.

By: /s/  W. THOMAS PARRINGTON

W. Thomas Parrington
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below
by the following persons on behalf of the Company and in the capacities indicated, on March 8§, 2004.
Signature ’ Title

/s/  W.THOMAS PARRINGTON ‘ President, Chief Executive Officer and Director
W. Thomas Parrington

/s/ MANUEL E. ARTIME Executive Vice President and Chief Financial Officer
Manuel E. Artime

/s/  LINDA BORCHERT PHILP Vice President and Chief Accounting Officer
Linda Borchert Philp ’

/s/ RUSSEL S. BERNARD ' : Chairman of the Board of Directors
Russel S. Bernard

/s/ SEAN F. ARMSTRONG Director
Sean F. Armstrong

/s/  STEWART BROWN . - Director
Stewart Brown

/s/  STEPHEN P. GRATHWOHL . . Director
Stephen P. Grathwohl )

/s/  JONATHAN D. GRAY - ‘ Director
Jonathan D. Gray

/s/ KENNETH A. CAPLAN ' ’ Director
Kenneth A. Caplan '

/s/  KEvIN C. McTAVISH Director
Kevin C. McTavish
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INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Lodgian, Inc."

We have audited the accompanying consolidated balance sheets of Lodgian, Inc. (a Delaware corpora-
tion) and subsidiaries (the “Company”) as of December 31, 2003 and December 31, 2002, and the related
statements of operations, stockholders’ equity (deficit), and cash flows for the year ended December 31, 2003
and the periods. from November 23, 2002 to December 31, 2002 (Successor Company operations), and from
January 1, 2002 to November 22, 2002 and the year ended December 31, 2001 (Predecessor Company
operations). These financial statements are the responsibility of the Company’s management. Qur responsibil-
ity is to express an opinion on these financial statements based on our audits. :

We conducted our audits-in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit fo obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used.and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

As discussed in Note 2 to the consolidated financial statements, -on November 5, 2002, the Bankruptcy
Court entered an order confirming the plan of reorganization which became effective after the close of
business on November 25, 2002. Accordingly, the accompanying financial statements have been prepared in
conformity with AICPA Statement of Position 90-7, “Financial Reporting by Entities in Reorganization
Under the Bankruptcy Code,” for the Successor Company as a new entity with assets, liabilities, and a capital
structure having carrying values not comparable with prior periods as described in Note 4.

In our opinion, such Successor Company consolidated financial statements present fairly, in all material
respects, the financial position of Lodgian, Inc. and subsidiaries as of December 31, 2003 and December 31,
2002, and the results of their operations and their cash flows for the year ended December 31, 2003, and the
period from November 23, 2002 to December 31, 2002 in conformity with accounting principles generally
accepted in the United States of America. Further, in our opinion, the Predecessor Company financial
statements referred to above, present fairly, in all material respects, the Predecessor Company’s results of
operations and cash flows for the period January 1, 2002 to November 22, 2002, and for the year ended
December 31, 2001 in conformity with accounting principles generally accepted in the United States of
America.,

As discussed in Note 3 to the consolidated financial statements, in 2002, the Company changed its
method of accounting for discontinued operations to conform to Statement of Financial Accounting Standards
No. 144. As discussed in Note 12 to the consolidated financial statements, effective July 1, 2003, the
Company adopted the provisions of Statement of Financial Accounting Standards, No. 150.

/s/ DELOITTE & TOUCHE LLP

Atlanta, Georgia
March 5, 2004
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LODGIAN, INC. AND SUBSIDIARIES
** CONSOLIDATED BALANCE SHEETS

December 31, 2003 December 31, 2002
(In thousands, except per share data)

ASSETS
Current assets:
Cash and cash equlvalents e FR $ 10,897 $ 10,875
Cash, restricted ....... e e 7,084 19,384
“Accounts rece1vable (net of allowances: 2003 — $689 2002 —
- $1,594) Ll e e 8,169 10,681
Inventories . ... ... .. 5,609 7,197
Prepaid expenses and other current assets ....................... 17,068 15,118
Assetsheldforsale ......... ... ...t 68,567 ) —
. Total current assets ................... e 117,394 63,255
Property and equipment, net ... ... e e 563,818 664,565
Deposits for capital expendltures B e -15,782 22,349
Otherassets ............0 .. .. A 12,180 11,995

$709,174  $762,164 .

LIABILITIES AND STOCKHOLDERS’ EQUITY

Llab111t1es not subject to compromlse
Current liabilities: : oo
Accounts payable...... N e $ 7,131 $ 12,380

Other accrued liabilities .. ............ .. .. e 31,432 41,297
Advance deposits .. ... 1,882 ‘ 1,786
Current portion of long-term debt .. ........................... 16,563 14,550
Liabilities related to assets held forsale........................ 57,948 ' —_
Total current Liabilities ............ ... ... ... ... ..... . 114,956 70,013

Long-term debt:
12.25% Cumulative preferred shares subject to mandatory :

redemption”. ... ... o L S A 142,177 —
Long-term debt — other . .... S, P I 409,115 389,752
Total long-term debt ............... e L 551,292 389,752
Liabilities subject to compromise ............................. . — 93,816
Total liabilities . .. ... ... 666,248 553,581

Minority interests. ... ... . P e 2,320 3,616
Commitments and contingencies * -
12.25% Cumulative preferred shares subject to mandatory : :
redemption ................ B P . — 126,510
Stockholders’ equity: . L
Common stock, $.01 par value, 30, 000 000 shares authorized;
7,000,774 and 7,000,000 issued and outstanding at December 31, - -
2003 and December 31, 2002, respectively........ e 70 70

Additional paid-in capital . . . .. e e - 89,827 C 89,223
Unearned stock compensation ............... B, (508) —
Accumulated deficit ........................ e (50,107) " (10,836)
Accumulated other comprehensive income .................... o 1,324 —
. Total stockholders’ equity . . . ... e 40,606 ’ 78,457
8 ’ o $709,174 $762,164.

See notes to consolidated financial statements.
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LODGIAN ,'INC. AND SUBSIDIARIES®
CONSOLIDATED STATEMENTS OF OPERATIONS

Successor Predecessor
November 23, 2002 to  January 1, 2002 to
2003 December 31, 2002 November 22, 2002 2001
(In thousands, except per share data)

Revenues: '
ROOMIS . .\ ottt e e e $229,519 $ 16,902 . - $220,898 $ 257,100
Food and beverage .. ...... ...t 70,791 7,415 66,709 79,554
O hEr . e e o 11,104 989 11,660 14,418

. o 311,414 25,306 't 299,267 351,072

Operating expenses:

Direct:

Rooms.......ccooiiiiii i, e 65,814 6,246 59,378 69,257
Food and beverage...... ..ot 48,686 5,447 46,822 : .55,459
Other............coovo..s e 7,970 880 7,836 8,540

: 122,470 12,573 114,036 . 133,256
188,944 12,733 185,231 217,816

General, administrative and other ......................... 137,888 13,982 118,212 154,320
Depreciation and amortization .............. .. ..ol - 29,761 3,113 40,523 46,065
Impairment of long-lived assets ........................... 12,667 — — 20,503
Other operating €Xpenses ..............c.oeveniaunn R 180,316 17,095 158,735 220,888
o ' 8,628 (4,362) 26,496 (3,072)

Other income (expenses):

Interest income and other . . ........ ... .. L 807 14 4,940 . 709
Interest expense:
Preferred stock dividend ........... ... . ... oo (8,092) — — —
Interest expense (contractual interest: $29.8 million, ‘ . ‘
$3.0 million, $53.5 million and $76.1 million for the
Successor periods ended December 31, 2003 and
December 31, 2002, the Predecessor periods ended
November 22, 2002 and the year ended December 31, : ’ ‘
2001, respectivelv) .. ... . (28,581) . (2,512) (25,761) (71,817)
Gain on asset dispositions . ............ oot 445 — — 23,975

(Loss) income before income taxes, reorganization items and . o
minority interests .. ... e (26,793) (6,860) : 5,675 (50,205)

Reorganization Hems ... ......oitnt i (1,397) — 11,038 (21,672)

(Loss) income before income taxes and minority interest ....... ~ (28,190) (6,860) ) 16,713 (71,877)

Minority interests:

Preferred redeemable securities (contractual interest:

$12.7 million and $13.2 million for the Predecessor periods

ended November 22, 2002 and the year ended December 31, '

2000 ) — . — — (12,869)
O T . . 1,294 147 126 38
(Loss) income before-income taxes — continuing operations...  (26,896) (6,713) 16,839 (84,708)
(Provision) benefit for income taxes — continuing operations . . (178) (32) 160 (2,829)
(Loss) income — continuing operations .................... (27,074) (6,745) 16,999 (87,537)

Discontinued operations: T ‘

Loss from discontinued operations before income taxes .... .. (4,603) .. (2,581) (5,833) ©(55,227)
Income tax benefit..... ... ... ... ... . i . — — 1,200 —
Loss from discontinued operations .. .......... ... __(4,603) (2,581) (4,633) . (55,227)
Net (loss) income ................ [P P e (31,677) (9,326) 12,366 (142,764)
Preferred stock dividend . ................. ... .. ... (7,594) (1,510) — —
Net (loss) income attributable to common stock ............ $(39,271)  $(10.836) $ 12,366 $(142,764)

Basic and diluted loss per common share: . .

Net (loss) income attributable to common stock ............ $ '(5.61) $ (1.55) $ 043 $  (5.04)

Upon emergence from Chapter 11, the Company adopted fresh start reporting. As a result, all assets and
liabilities were restated to reflect their fair values. The consolidated financial statements of the new reporting
entity (the “Successor”) are not comparable to the reporting entity prior to the Company’s emergence from
Chapter 11 (the “Predecessor”). ‘

See notes to consolidated financial statements.
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LODGIAN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)
For the Year Ended December 31, 2001, the period January 1, 2002 to November 22, 2002,
the period November 23, 2002 to December 31, 2002 and the year ended December 31, 2003

Accumulated Total
Additional Unearned Other Stockholders’
Common Stock Paid-In Stock Accumulated  Comprehensive - Equity
Shares Amount Capital Compensation Deficit Loss (net of tax) {Deficit)
(In thousands, except share data)
Predecessor Company: ’
Balance at December 31, 2000... 28,290,424  $ 282 $ 263,320 $ — $(125,542) $(1,180) $ 136,880
401 (k) Plan contnbutlon ........ 189,413 2 o 2
Netloss................ P - — — — (142,764) — (142,764)
Currency translation adjustments, )
netof tax............. ... ... — — — — — (799) (799)
Comprehensive loss ............ ‘ ) (143,563)
Balance at December 31, 2001 ... 28,479,837 284 263,320 ‘ — (268,306) (1,979) (6,681)
Net income through '
November 22,2002 .......... — — — 12,366 12,366
Currency translation adjustments,
net of tax. ... .. e — — — 101 101
Comprehﬁensxve loss ......... ... ' — — — 12,467
Balance at November 22, 2002... 28,479,837 284 263,320 — (255,940) (1,878) 5,786
Reorganization adjustments. . . ... (28,479,837)  (284)  (263,320) — 255,940 1,878 (5,786)
Balance November 22, 2002 . .. .. ' — — — — — —_ —
Successor Company:
Distribution of new common
shares........ e 7,000,000 70 81,186 — — —_ 81,256
Distribution of A warrants,
1510638..‘...........' ..... — — 4,774 — 4,774
Dlsmbutlon of B.warrants,, T .
1,029,366 ... oo — — 3,263 — T 3,263
Net loss — November 22 to
December 31,2002 .......... - — — — (9,326) . (9,326)
Currency translation adjustments, )
netoftax................... — — — —_— — — —
Comprehensive loss ............ ' (9,326)
Preferred dividends accrued (not ‘
declared) ................... (1,510) (1,510)
Balance December 31, 2002 .. ... 7,000,000 $ 70 $§ 89,223 $ — $ (10,836) $  — $ 78457
Issuance of restricted stock ...... . — — 600 (600} — — —
Amortization of unearned stock ‘ )
compensation ............... R — —_ 92 — — 92
Exercise of stock options........ 774 — 4 — — — 4
Comprehensive loss: ‘ '
Netloss.................... — — — — (31,677) — (31,677)
Currency translation ’
adjustments (related taxes .
estimated at nil)............ ‘ — — — — — 1,324 1,324
Total comprehensive loss. .. .. ... — — — — - (30,353)
Preferred dividends*. ........... — — — — (7,594) — (7,594)
Balance December 31, 2003 ... .. ! 7,000,774 $§ 70 $§ 89,827 $ (508) $ (50,107) $ 1,324 $ 40,606

*Represent dividends accrued for the period January 1, 2003 to June 30, 2003. Pursuant to Statement of Financial Accounting
Standard No. 150, dividends accrued for the period July 1, 2003 to December 31, 2003 are reflected in interest expense.

Upon emergence from Chapter 11, the Company adopted fresh start reporting. As a result, all assets and liabilities were restated to
reflect their fair values. The consolidated financial statements of the new reporting entity (the “Successor”) are not comparable to the
reporting entity prior to the Company’s emergence from Chapter 11 (the “Predecessor’).

See notes to consolidated financial statements.
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LODGIAN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Successor Predecessor
November 23, 2002 to  January 1, 2002 to
2003 December 31, 2002 November 22, 2002 2001

(In thousands)
Operating activities: _

Net (loss) income. .. ... e e e $(31.677) $ (9,326) § 12,366 $(142,764)
Add: loss from discontinued OPErations. . ...........coiiiiiiiiii i 4,603 2,581 4,633 55,227
(Loss) income — continuing OPETALIONS . ... .......oiveiirat ittt (27,074) (6,745) 16,999 (87,537)
Adjustments to reconcile (loss) income from continuing operations to net cash provided
by (used in ) operating activities: : .
Depreciation and amortization . .......... ... i 29,761 3,113 40,523 46,065 -
Impairment of long-lived assets ................. ... ... 12,667 — 193,202 20,503
Gain on extinguishment of debt............................ ..., — — (226,929) —
Fresh start adjustments — other — — (3,426) —
Amortization of unearned stock compensation. ... ............i i 92 — — —
Preferred stock dividends .. ....... . e 8,092 —_ —_ —
Minority interests (1,296) (147) (126) 12,831
Gain on asset diSPOSItIONS . .. ... v s (445) — — (23,975)
Write-off and amortization of deferred financing costs ....... ... ... ... ... o .. 3,884 ' 167 56 25,972
04T 139 (276) 429 542
Changes in operating assets and liabilities:
Accounts receivable, net of allowances . .............. ... i 554 3,195 (1,708) 7,029
INVERLOTIES . .\ttt et et e et e e e e e (241) 105 (187) 497
Prepaid expenses, other assets and restricted cash. .. .......... ... ... . 8,908 14,236 (38,752) (1,607)
Accounts payable. ... .. ..ot (3,775) (1,842) 4718 978
Other accrued liabilities (1,434) . (10,727) 12,058 (3,170)
Related party balances 4,556 (1,493) (2,421) 5,974
Advance deposits ... ... ... 440 (187) 191 (95) -
Net cash provided by (used in) operating activities of continuing operations ............. 34,778 (601) (5,373) s 4,007
Net cash (used in) provided by operating activities of discontinued operations ........... (166) 17 - (259) © (1,440)

Investing activities: .
Capital INMPrOVEMENtS ... ..o\ttt e e e e i (4,329} (19,014) (23,360)

Proceeds from sale of assets, net of related selling costs. . . — - 67,910
Withdrawals (deposits) for capital expenditures ......... (7.651) 1,501 + (1,221)
(011110 S (1,010) {90) —
Net cash (used in) provided by investing activities............. ... i (22,927) (12,990) C(17,603) | 43,329
Financing activities:
Proceeds from issuance of long-termdebt .. ... ... .. ... i 80,000 - 309,098 —
Proceeds from working capital revolver. ... .. oo oo 2,000 — —_ 21,000
Proceeds from issuance of common stock. . ....... ... .. oo 114 - - —
Principal payments on long-term debt.................. ... oo (87,059) (1,221) (266,601) (58,293)
Principal payments on working capital revolver (2,000) (15,000)
Payments of deferred loan costs.......... ... .. il (4,839) — (7,599) (598)
Net cash (used in) provided by financing activities ............. .. .. ... . ... ... ... {11,784) (1,221) 34,398 (52,891)
Effect of exchange rate changes oncash ...... ... . ........ ... 121 — — —
Net increase (decrease) in cash and cash equivalents ................ ... . ... ... 22 (14,795) . 11,663 (6,995)
Cash and cash equivalents at beginning of period . .............. ... ...l 10,875 7 25,670 14,007 21,002
$ 10,897 $ 10,875 $ 25,670 $ 14,007
Supplemental cash flow information:
Cash paid during the peried for:
Interest, net of the amounts capitalized shown below........... ... ... ... oo $ 28,660 $ 1,589 $ 31,132 $ 73,131
Interest capitaized ... ... ... i e 1,181 149 365 861
Tncome taxes, net of refunds . ... oo ot e 237 (302) 120
Supplemental disclosure of non-cash investing and financing activities: o
Issuance of preferred stock on emergence from Chapter 11....................... . — —_ 125,000 —
Issuance of other securities on emergence from Chapter 11 ............. ... ... — — 89,293 —
Net non-cash debt InCrease . ...... ..ot 4,678 16 . 137
Operating cash receipts and payments resulting from Chapter 11 proceedings:
Professional fees paid ... ... e (455) — (11,184) (3,772)
Loan extension fee......................... (1,500) — — —
Other reorganization payments $ (90) $ — $ (908) $ (24)

Upon emergence from Chapter 11, the Company adopted fresh start reporting. As a result, all assets and
liabilities were restated to reflect their fair values. The consolidated financial statements of the new reporting -
entity (the “Successor”) are not comparable to the reporting entity prior to the Company’s emergence from
Chapter 11 (the “Predecessor”).

See notes to consolidated financial statements.
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‘LODGIAN, INC. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2003

1. Summary of Significant Accounting Policies
“Description of Business ‘

On December 11, 1998, Servico, Inc. (Servico) merged with Impac Hotel Group, LLC (Impac),
pursuant to which Servico and Impac formed a new company, Lodgian, Inc. (“Lodgian” or the “Company’).
This. transaction (the “Merger””) was accounted for under the purchase method of accounting, whereby
Servico was considered the acquiring company. On December 20, 2001, the Company and substantially all of
its subsidiaries that owned hotel properties filed for voluntary reorganization under Chapter 11 of the
Bankruptcy Code. At the time of the Chapter 11 filing, the Company’s portfolio of hotels consisted of 106
hotel properties. The Company emerged from Chapter 11 with 97 hotels since eight of the hotels were
conveyed to the lender in satisfaction of outstanding debt obligations and one hotel was returned to the lessor
of a capital lease. Of the portfolio of 97 hotels, 78 hotels emerged from Chapter 11 on November 25, 2002, 18
hotels emerged from Chapter 11 on May 22, 2003 and one hotel never filed under Chapter 11.

In 2003, the Company developed a strategy of owning and operating a portfolio of profitable, well-
maintained and appealing hotels at superior locations in strong markets. We are implementing this strategy by:

"+ renovating and repositioning certain of its existing hotels to improve performance;

+ divesting hotels that do not fit this strategy or that are unlikely to do so without significant effort or
expense; and ‘

+ acquiring selected Hotels that better fit this strategy.

In accordance with this strategy and our efforts to reduce debt and intereét, in 2003 we identified
19 hotels, our only office building and three land parcels for sale. One of the 19 hotels was sold in November
2003, bringing the hotel portfolio to 96 at December 31, 2003. The office building was sold in December 2003.

Fresh Start Reporting

Effective November 22, 2002, the Company adopted. fresh start reporting. As a result, all assets and
liabilities were restated to reflect their fair values. The Consolidated Financial Statements after emergence are
those of a new reporting entity (the “Successor”) and are not comparable to the financial statements prior to
November 22, 2002 (the “Predecessor”). See Note 4.

Principles of Consolidation

The financial statements consolidate the accounts of Lodgian, its wholly-owned subsidiaries and four joint
ventures in which Lodgian has a controlling financial interest and exercises control. Lodgian believes it has
control of the joint ventures when the Company manages and has control of the joint venture’s assets and
operations. The four joint ventures in which the Company exercises control are as follows: ‘

Melbourne Hospitality Associates, Limited Partnership (which owns the Holiday Inn Melbourne
Florida) — This joint venture is in the form of a limited partnership, in which a Lodgian subsidiary serves as
the general partner and has a 50% voting interest. '

New Orleans Airport Motel Associates, Lid. (which owns the New Orleans Airport Plaza Hotel and
Conference Center, Louisiana) — This joint venture is in the form of a limited partnership, in which a
Lodgian subsidiary serves as the general partner and has an 82% voting interest.

Servico Centre Associates, Ltd. (which owns the Crowne Plaza West Palm Beach, Florida) — This joint .
venture is in the form of a limited partnership, in which a Lodgian subsidiary serves as the general partner and
has a 50% voting interest.
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Macon Hotel Associates, L.L.C. (which owns the Crowne Plaza Macon, Georgia) — This joint venture is
in the form of a limited liability company, in which a Lodgian subsidiary serves as the managing member and
has a 60% voting interest.

An unconsolidated entity owning one hotel, Columbus Hospitality Associates LP, in which the Company
has a 30% non-controlling equity interest, is accounted for under the equity method. When the Company
accounts for an entity under the equity method, its share of the investment is recorded on the Consolidated
Balance Sheet and its share of the net income or loss is recorded in the Consolidated Statement of Operations.
The Company’s share of this investment is included in other assets on the Consolidated Balance Sheet. Its
share of the net income or loss is shown in “interest income and other” in the Consolidated Statements of
Operations. The Company’s investment in this entity at December 31, 2003 was $0.2 million and its share of
the loss was $20,000. ‘

All significant intercompany accounts and transactions have been eliminated in consolidation.

Inventories

Inventories consist primarily of food and beverage, linens, china, tableware and glassware and are valued
at the lower of cost (computed on the first-in, first-out method) or market.

Minority Interests — Preferred Redeemable Securities

Minority interests-preferred redeemable securities, represents Convertible Redeemable Equity Structure
Trust Securities (“CRESTS”). In connection with the Company’s emergence from Chapter 11, the CRESTS
were exchanged for common stock (868,000 shares), Class A warrants (1,258,815) and Class B warrants
(251,062). Previously, the CRESTS bore interest at the rate of 7% per annum and were convertible into
shares of the Company’s common stock.

Minority Interests — Other

Minority interests represent the minority interests’ proportionate share of equity of joint ventures that are
accounted for by the Company on a consolidated basis. The Company generally allocates to minority interests
their share of any profits or losses in accordance with the provisions of the applicable agreements. However, if
the loss applicable to a minority interest exceeds its total investment and advances, such excess is charged to
the Company.

Property and Equipment

Property and equipment is stated at depreciated cost, less adjustments for impairment, where applicable.
Capital improvements are capitalized when they extend the useful life of the related asset. All repair and
maintenance items are expensed as incurred. Depreciation is computed using the straight-line method over the
estimated useful lives of the assets. Effective November 22, 2002, the Company restated the recorded values
of -all property and equipment to reflect their fair values.




LODGIAN, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The Company capitalizes interest costs incurred during the renovation and construction of capital assets.
Interest costs capitalized, for the periods listed below, were as follows:

Continuing Diecontinued Total
operations operations operations
($ in thousands)
Predecessor year ended December 31, 2001 .............. $ 739 $122 $ 861
Predecessor period:January 1, 2002 to November 22, 2002 317 48 365
Successor period November 23, 2002 to December 31, 2002 127 ' 22 149
Stuccessor year ended December 31,2003 ................ 1,171 10 1,181

Management periodically evaluates the Company’s property and equipment to determine whether events
or changes in circumstances indicate that a possible impairment in the carrying value of the assets has
occurred. The carrying value of long-lived assets is considered impaired when the undiscounted cash flows
estimated to be generated by those assets are less than the assets’ carrying amounts. If it is determined that an
impairment has occurred, the excess of the assets’ carrying value over its estimated fair value is charged to
operating expenses. Impairment losses for assets held for sale are recognized when the assets’ carrying values
are greater than the fair value less estimated selhng costs. See Note 8 for further discussion of the Company’s
charges for asset 1mpa1rment -

Deferred Costs

Deferred franchise costs and deferred financing costs at December 31, 2003 and 2002, are included in
other assets, net of accumulated amortization. Deferred franchise costs are amortized using the straight-line
method over the terms of the related franchise agreements while deferred financing costs are amortized using
the effective interest method over the related term of the debt. These deferrals are presented below for and as
of the year ended December 31, 2003 along with the comparative period. ‘

- Year Ended December 31, 2003 " Year Ended December 31, 2002
Ac¢cumulated : Accumulated
Cost amortization Net Cost amortization Net

. . (8 in thousands)
Deferred financing costs.. $13,314 $(4,107) $ 9207 $ 7,656 $(223) $ 7,433
" Deferred franchise fees" .. 3369 - (1,011) 2,358 4,670 - (389) 4,281

$16683  $(5118) 11,565 $12326  $(612)  $11,714

>

Based on the balances at December 31, 2003, the five year amortization schedule for deferred ﬁ.nancing
and deferred loan costs is as follows:

) Total 2004 2005 ) 2006 2007 7 2008 After 2008
e o ) : ’ ($ in thousands) )
Deferred financing costs . . .. .. . S $ 9,207 $5425 $3,739 $22 $21 $— $ —
Deferred franchise fees................. 2,358 559 504 405 332 231 327

$11,565 $5984 $4243  $427 $353  $231 $327

Cash and Cash Eqmvalents

The Company considers all highly liquid investments with an orlglnal maturity of three months or less
when purchased to be cash equivalents. Restricted cash as of December 31, 2003 consisted of amounts
reserved for letter of credit collateral a dep051t required by the Company s bankers and cash reserved pursuant
to loan agreements. , , ts ‘ :
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Fair Values of Financial Instruments

The fair value of financial instruments is estimated using market trading information. Where published
market values are not available, management estimates fair values based upon quotations received from
broker/dealers or interest rate information for similar instruments. Changes in fair value are recognized in
earnings.

The fair values of current assets and current liabilities are assumed equal to their reported carrying
amounts. The fair values of the Company’s fixed rate long-term debt are estimated using discounted cash flow
analyses, based on the Company’s current incremental borrowing rates for similar types of borrowing
arrangements.

Concentration of Credit Risk

Concentration.of credit risk associated with cash and cash equivalents is considered low due to the credit
quality of the issuers of the financial instruments held by the Company and due to their short duration to
maturity. Accounts receivable are primarily from major. credit card companies, airlines and other travel-
related companies. The Company performs ongoing evaluations of its significant customers and generally does
not require collateral. The Company maintains an allowance for doubtful accounts at a level which
management believes is sufficient to cover potential credit losses. At December 31, 2003 and 2002, allowances
were $797,000 ($689,000 relating to assets held for use) and $1,594,000, respectively.

Income Taxes

The Company accounts for income taxes under Statement of Financial Accounting Standards (“SFAS”)
109, “Accounting for Income Taxes,” which requires the use of the liability method of accounting for deferred
income taxes. See Note 15 for the components of the Company’s deferred taxes. As a result of the Company’s
history of losses, the Company has provided a full valuation allowance against its deferred tax asset as it is
more likely than not that the deferred tax asset will not be realized.

Earnings Per Common and Common Equivalent Share

Basic earnings per share is calculated based on the weighted average number of common shares
outstanding during the periods and include common stock (if any) contributed by the Company to its
employee 401 (k) Plan. Dilutive earnings per common share include the Company’s outstanding stock options,
restricted stock, warrants to acquire common stock (“A” and “B” class), if dilutive. See Note 17 for
computation of basic and diluted earnings per share.

As more fully discussed in Note 4, upon the Company’s emergence from reorganization proceedings, the
Company’s previous equity securities were cancelled and new equity securities were issued. Because the
Company is assumed to be a new entity for financial reporting purposes subsequent to the application of fresh
start reporting, prior periods have not been restated.

Stock Based Compensation

The Company accounts for stock option grants in accordance with Accounting Principles Board Opinion
(“APB”) No. 25, “Accounting for Stock Issued to Employees” and related interpretations. Under APB
No. 25, if the exercise price of the Company’s employee stock options is equal to the market price of the
underlying stock on the date of grant, no compensation expense is recognized. Under SFAS No. 123,
“Accounting for Stock-Based Compensation,” compensation cost is measured at the grant date based on the
estimated value of the award and is recognized over the service (or vesting) period.
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The Company grants stock options for a fixed number of shares to employees with an exercise price equal
to the fair value of the shares at the date of grant.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation —
- Transition and Disclosure.” SFAS No. 148 amends SFAS No. 123, “Accounting for Stock-Based Compensa-
tion,” to provide alternative methods of transition for an entity that voluntarily changes to the fair-value-based
method of accounting for stock-based employee .compensation. It also amends the disclosure provisions of
SFAS No. 123 to require prominent disclosure about the effects on reported net income and earnings per
share and the entity’s accounting policy decisions with respect to stock-based employee compensation. The
Company continues to account. for stock issued to employees, using the intrinsic value method in accordance
with the recognition and measurement principles of APB Opinion No. 25, *“Accounting for Stock Issued to
Employees.” The disclosures required by SFAS No. 148 are reflected in Note 2.

Revenue Recognition
Revenues are recognized when the services are rendered. Revenues are comprised of room, food and
beverage-and other revenues. Room revenues are derived from guest room rentals, whereas food and beverage
revenues primarily include sales from hotel restaurants, room service and hotel catering and meeting rentals.
Other revenues include charges for guests’ long-distance telephone service, laundry service and parking

services, in-room movie services, vending machine commissions, leasing of hotel space and other miscellane-
ous revenues, :

Advertising Expense

The cost of° advertlsmg is expensed as incurred. Advemsmg cost$ incurred, for the periods listed below,
were as follows:

Continuing Discontinued Total
- operations operations operations
‘ - oo : ‘ (In thousands)
Predecessor year ended December 31, 2001 .. -........... $1,834 $850 $2.684
Predecessor period January 1, 2002 to November 22, 2002 1,641 390 2,031
Successor period November 23, 2002 to December 31 2002 170 50 ~220
* Successor year ended December 31 2003 R 1,906 416 2,322

Foreign Currency Translation

The financial statements of foreign subsidiaries have been translated into U.S. dollars in accordance with
SFAS No. 52, “Foreign Currency Translation.” All balance sheet accounts have been translated using the
exchange rates in effect at the balance sheet dates. Income statément amounts have been translated using the
average rate for the year. The gains and losses resulting from the changes in exchange rates from year to year
are reported in other comprehensive income. The effects on the statements of operations of transaction gains
and losses are insignificant for all years presented

" Operating Segments

The Compad‘y’s only operating segment is the ownership and management of hotels.

Use of Esttmates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
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reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Self-insurance

The Company is self-insured up to certain limits with respect to employee medical, employee dental,
property insurance, general liability insurance, personal injury claims, workers’ compensation and auto
liability. Liabilities for these self-insured obligations are established annually, based on actuarial valuations
and the Company’s history of claims. As of December:31, 2003 and December 31, 2002, the Company had
approximately $10.0 million and $9.1 million, respectively, accrued for such liabilities.

New Accounting Pronouncements

In January 2003, the FASB issued FASB Interpretation No. 46, Consolidation of Variable Interest
Entities (“FIN 46”), to address perceived weaknesses in accounting for entities commonly known as special-
purpose or off-balance-sheet. In addition to numerous FASB Staff Positions written to clarify and improve the
application of FIN 46, the FASB recently announced a deferral for certain entities, and an amendment to
FIN 46 entitled FASB Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest
Entities (“FIN 46R”). FIN 46 establishes consolidation criteria for entities for which “control” is not easily
discernible under Accounting Research Bulletin 51, Consolidated Financial Statements, which is based on the
premise that holders of the equity of an entity, control the entity by virtue of voting rights. FIN 46 provides
guidance for identifying the party with a controlling financial interest resulting from arrangements or financial
interests rather than from voting interests. FIN 46 defines the term “variable interest entity” (“VIE”) and is
based on the premise that if a business enterprise absorbs a majority of the VIE’s expected losses and/or
receives a majority of its expected residual returns (measure of risk and reward), that enterprise (the primary
beneficiary) has a controlling financial interest in the VIE. The assets, liabilities, and results of the activities of
the VIE should be included in the consolidated financial statements of the primary beneficiary. The Company
‘was required to adopt the provisions of FIN 46R relating to any interests in special-purpose entities (SPEs) as
of December 31, 2003. In addition, during the first quarter of 2004, the Company is required to apply the
provisions of FIN 46R to any other entities falling within its scope. Adoption of FIN 46 and the counterpart
revision (FIN 46R) has not had and is not expected to have a material impact on the Company’s financial
position and results of operations. '

On April 30, 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative
Instruments and Hedging Activities” which amends and clarifies accounting for derivative instruments,
including certain derivative instruments embedded in other contracts and hedging activities under SFAS No.
133, “Accounting for Derivative Instruments and Hedging Activities.” SFAS No. 149 requires that contracts
with comparable characteristics be accounted for similarly. In particular, SFAS No. 149 clarifies the
circumstances under which a contract with an initial netinvestment meets the characteristics of a derivative as
discussed in SFAS No. 133. In addition, SFAS No. 149 clarifies when a derivative contains a financing
component that warrants special reporting in the statement of cash flows. SFAS No. 149 amends certain other
existing pronouncements, resulting in more consistent reporting of contracts that are derivatives in their
entirety or that contain embedded derivatives that warrant separate accounting. SFAS No. 149 is effective for
contracts entered into or modified after June 30, 2003 and for hedging relationships designated after June 30,
2003. The Company adopted SFAS No. 149 on July 1, 2003. The adoption did not have a material impact on
its financial position and results of operations.

On May 15, 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity” which aims to eliminate diversity in practice by requiring that
certain types of freestanding instruments be reported as liabilities by their issuers including mandatorily
redeemable instruments issued in the form of shares which unconditionally obligate the issuer to redeem the
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shares for cash or by transferring other assets. These instruments were previously presented in various ways, as

‘part of liabilities, as part of equity, or between the liabilities and equity sections. (sometimes referred to as
“mezzanine” reporting). The provisions of SFAS No. 150, which also include a number of new disclosure
requirements, were effective for instruments entered into or modified after May 31, 2003. For pre-existing
instruments, SFAS No. 150 was effective as of the beginning of the first interim period which commenced
after June 15, 2003 (July 1, 2003 for the Company). The Company adopted SFAS No. 150 on July 1, 2003.
The adoption impacted the treatment of its Mandatorily Redeemable 12.25% Cumulative Preferred Stock
(“Preferred Stock™), previously presented between total liabilities and stockholders’ equity. As a result of the
adoption of SFAS No. 150, the Preferred Stock has been included as part of long-term debt in the
accompanying Consolidated Financial Statements and the Preferred Stock dividends for the period July 1,
2003 to December 31, 2003 has been included in interest expense. The preferred stock dividends for the period
January 1, 2003 to June 30, 2003 ($7.6 million) continues to be shown as a deduction from retained earnings.
On October 29, 2003, the FASB decided to defer the effective date of SFAS No. 150 related to non-
controlling interests. As a result, until the FASB establishes further guidance, the Company will not have to
measure the mandatorily redeemable minority interests at fair value.

If' the Company were to be required to comply with the provisions of paragraphs 9 and 10 of
SFAS No. 150 as currently drafted, the Company would be required to reclassify certain amounts currently
included in minority interest to the lability section of the accompanying consolidated balance sheet. In
addition, the minority partners’ interests would be recorded at the estimated current liquidation amounts. If
this treatment of the minority interests was effected in the current fiscal period, the Company’s earnings would
have been impacted. Under the proposed standard, the liability would require quarterly review and changes to
the current liquidation amounts would be recorded as interest expense.

In November 2002, the FASB issued Interpretation No. 45 “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (“FIN 457).
FIN 45 requires that a liability be recognized at fair value at the inception of certain guarantees for the
obligations undertaken by the guarantor. FIN 45 also requires additional disclosures for certain guarantee
contracts. The disclosure provisions of FIN 45 were effective for financial statements.ending after Decem-
ber 15, 2002, while the recognition and initial measurement provisions were applicable on a prospective basis
to guarantees issued or modified after December 31, 2002. The adoption of FIN 45 was not material to our
financial position and-resuits of operations.

On December 23, 2003, the FASB issued SFAS No. 132 (Revised 2003), “Employers’ Disclosures about
Pensions and Other Postretirement Benefits.” This revised standard increases existing disclosures by requiring
more details about plan assets; benefit obligations, cash flows, benefit costs and related information. The
revised standard also requires companies to disclose various elements of pension and postretirement benefit
costs in interim period financial statements for the quarters beginning after December 15, 2003. The adoption
of this revised statement is not expected to materially impact the Company’s current disclosures.

2. Stock-Based Compensation

Prior to the Company’s Chapter 11 filing, the Company had adopted the Lodgian, Inc. Stock Option
Plan, as amended, (the “Option Plan”) whereby, options to acquire up to 3,250,000 shares of common stock
were granted to employees, ‘directors, independent contractors and agents as determined by a committee
appointed by the Board of Directors. Options could not be granted at an exercise price which was less than the
fair market value on the date of grant. These options vested over five years. In addition, in June 2001 and
October 2000, each non-employee director was awarded an option to acquire 5,000 shares of common stock at
an exercise price equal to the fair market price on the date of grant. Such options became exercisable upon the
date of grant and were granted under the Company’s Non-Employee Directors’ Stock Plan. However, in
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connection with the Company’s emergence from Chapter 11, the previous common shares were cancelled
along with the options to acquire these shares.

On November 25, 2002, the Company adopted a new Stock Incentive Plan (the “Stock Incentive Plan”)
which replaced the Option Plan previously in place. In accordance with the Stock Incentive Plan, awards to
acquire up to 1,060,000 shares of common stock could be granted to officers or other key employees or
consultants of the Company as determined by a committee appointed by the Board of Directors. Awards may
consist of stock options, stock appreciation rights, stock awards, performance share awards, section 162(m)
awards or other awards determined by the committee. Stock options granted pursuant to the Stock Incentive
Plan cannot be granted at an exercise price which is less than 100% of the fair market value per share on the
date of the grant. Vesting, exercisability, payment and other restrictions pertaining to any awards made
pursuant to the Stock Incentive Plan are determined by the committee. The income tax-benefit, if any,
associated with thé exercise of stock options is credited to additional paid-in capital.

* Pursuant to the Stock Incentive Plan the committee made the following awards during the year ended
December 31, 2003:

Issued under ‘ Available for issuance
the Stock under the Stock
Incentive Plan Type Incentive Plan
Total, December 31,2002 ... ............ J— 1,060,000
Issued — July 15,2003 ............ L 100,000(1)  stock option 960,000
Issued — July 15,2003 ................. - -200,000(1) restricted stock 760,000
Issued — September S5, 2003 ............. 352,000(2) . stock option 408,000
Issued — October 13, 2003 ............ . 21,500(3)  stock option 386,500

Total, December 31,2003 ............... - 673,500

(1) July 15, 2003 — W. Thomas Parrington, the Company’s Chief Executive Officer, was awarded

200,000 shares of restricted stock. These vest equally over three years commencing on July 15, 2004.
Mr. Parrington was also granted incentive stock options to acquire 100,000 shares of the Company’s
common stock at an exercise price of $3.00 per share. The options also vest equally over three years
commencing on July 15, 2004. In addition, pursuant to our employment agreement with Mr. Parrington,
our chief executive officer, we have committed to grant him options to purchase 150,000 additional shares
of common stock. After taking into account the outstanding options and shares of restricted stock granted
under the Stock Incentive Plan, as well as our contractual commitment to Mr. Parrington, we have
236,500 shares of common stock available for grant under the Stock Incentive Plan.

(2) September 5, 2003 — Other awards were made to certain of the Company’s employees and to members
of the Audit Committee of the Board of Directors. The employees received incentive stock options to
acquire 337,000 shares of the Company’s common stock while each of the three members of the Audit
Committee received non-qualified options to acquire 5,000 shares of the Company’s common stock. The
exercise price of the awards granted on September 5, 2003 was $5.07. One-third of the options granted on
September 5, 2003 vested at the date of grant, one-third will vest on September 5, 2004 and the
remaining one-third will vest on September 5, 20035,

(3) October 13, 2003 — Manuel Artime, the Company’s Chief Financial Officer, was granted incentive stock
options to acquire 21,500 shares of the Company’s common stock at an exercise price of $5.22. One-third
of the options granted on October 13, 2003 vested at the date of grant, one-third will vest on October 13,
2004 and the remammg one-third will vest-on October 13, 2005

All options expire ten years from the date of grant.
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Presented below is a summary of the stock option plan and restricted stock activity for the years shown:
' ' ‘ : Weighted Average

‘ Options Exercise Price
Balance, December 31, 2001 .............. o [ 1,504,600(1) $5.44
- Cancelled ............. N S e (1,504,600)
Balance, November 22, 2002 .. —_ —
Granted . ... ..o e — —
Balance, December 31,2002 .......... e e —
Granted ........ e P 473,500 4.64
~ Exercised ............ ... .. P (774) 5.07
_ Forfeited . .... ... e e A — —
Balance, December 31, 2003 ... .. ... 472,726 $4.64
Restricted
. - . stock
Balance, December 31, 2002 ... e —
Granted ... ... e 200,000
Exercised . . . .. [ S e e —
Forfeited .................... e e —
Balance, December 31,2003 ,........... e 200,000(2)

(1) At December 31, 2001, there were also 112,500 Stock Appreciation Rights exercisable at $6.13 per right.
(2) At December 31, 2003, none of the restricted stock had vested.

The following table summarizes information for options outstanding and exercisable at December 31,
2003:

Optionis' outstanding Options exercisable
. * Weighted average Weighted average Weighted average
Range of prices Number remaining life (in years) exercise prices Number exercise prices
$3.00 to $3.50 100,000 , 9.5 $3.00 _ _— $3.00
$3.51 to $5.07 351,226 9.7 $5.07 116,559 $5.07 -
$5.08 to $5.22 21,500 9.8 $5.22 7,167 $5.22
472,726 9.7 $4.64 123,726 $5.08

Options exercisable and the weighted average exercise ‘price of the options at December 31, 2001 were
1,341,200 and $5.21, respectively.

Had the compensation cost of the Stock Option Plan been recognized under SFAS No. 123, based on the
fair market value at the grant dates, the compensation cost recognized would have been $0.6 million for the
year ended December 31, 2003 and nil for the periods November 22, 2002 to December 31, 2002, January 1,
2002 to November 22, 2002 and the year ended December 31, 2001.
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Also, had the compensation cost of the Stock Option Plan been recognized under SFAS No. 123, based
on the fair market value at the grant dates, the Company’s pro forma net income (loss) and net earnings
(loss) per share would have been as follows:

Successor Predecessor

Year ended November 23, 2002 to Jannary 1 to Year ended
December 31, 2003 December 31, 2002 November 22, 2002 December 31, 2001

Loss — continuing operations: '
Asreported ................. $(27,074) $(6,745) $16,999 $(87,537)

Proforma................... o (27,687) (6,745) 16,999.. (87,537)
Loss from discontinued operations,

net of taxes:

Asreported ................. (4,603) (2,581) (4,633) (55,227)

Proforma................... (4,603) (2,581) (4,633) ‘ (55,227)
Net loss: o "

Asreported ................. (31,677) (9,326) 12,366 (142,764)

Proforma................... (32,290) (9,326) 12,366 (142,764)
Net loss attributable to common -

stock;

Asreported ................. (39,271) (10,836) 12,366 (142,764)

Proforma................... (39,884) (10,836) ' 12,366 (142,764)

(Loss) income from continuing
operations attributable to
common stock before
discontinued operations:

As teported .. ... (34,668) (8,255) 16,999 ©(87,537)
Pro forma . ..., (35,281) (8,255) | - 16,999 . (87,537)

Basic and diluted earnings (loss)
per common share:

(Loss) income continuing

operations: , . , , .

Asreported ........ .. ... ... $ (3.87) $ -(0.96) $ 0.60 $ (3.09)

Pro forma........ e (3.96) (0.96) - 0.60 (3.09)
Loss from discontinued operations, : »

net of taxes: :

Asreported ................. (0.66) (0.37) (0.17) (1.95)

Proforma................... (0.66) 0.37) 0.17) (1.95)
Net (loss) income: -

Asreported ................. (4.53) . (1.33) 043 (5.04)

Pro forma................... (4.62) (1.33) 0.43 . (5.04)
Net (loss) income attributable to

common stock: .

Asreported ................. (5.61) . (1.55) : 043 ' (5.04)

Proforma................... (5.70) (1.55) - - 043 ‘ ©(5.04)-

(Loss) income from continuing
operations attributable to
common stock before
discontinued operations:
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. Successor © - ) - Predecessor
Year ended November 23, 2002 to January 1 to Year ended
December 31, 2003 December 31, 2002 November 22, 2002 December 31, 2001
Asreported ................. (4.95) (1.18) £ 0.60 (3.09)
Proforma................... (5.04) - (118) 0.60 (3.09)

The fair value of each option grant is estimated on the date of grant usmg the Black-Scholes option
pricing model with the following weighted-average assumptions:

Successor Predecessor
Year Ended November 23, 2002 to January 1 to Year ended
December 31, 2003 December 31, 2002 November 22, 2002 December 31, 2001
’ 1) 1)
Expected life of option .. 10 years — — 5 years
Risk free interest rate . .. 4.09% _ —_ 4.56%
Expected volatility. . . ... 55.75% — —_ 81.60%
Expected dividend yield — — — —

(1) The Company filed for Chapter 11 on December 20, 2001. The fair value of the options was estimated to
be nil while the Company was in Chapter 11. On its emergence from Chapter 11 on November 25, 2002
(November 22, 2002 for accounting) all stock options were cancelled. No options were granted between
January 1, 2002 and December 31, 2002. :

The fair values of options granted (net of forfeitures) were as follows:

Successor Predecessor
Year Ended November 23, 2002 January 1to . Year Ended
December 31, to December 31, November 22, December 31,
2003 2002 2002 2001
Weighted average fair value of
options granted................ $ 3.22 C— — $ 0.50
Total number of options granted .. .. 473,500 , — — . 55,000
. Total fair value of all options o , '
granted ................ .. ..., $1,524,367 — — $27,500

3. Dlscontmued Operatlons

Pursuant to the terms of the plan of reorgamzat10n approved by the Bankruptcy Court, the Company
conveyed eight wholly-owned hotels to the lender in January 2003 in satisfaction of outstanding debt
obligations and one wholly-owned hotel was returned to the lessor of a capital lease. The results of operations
of these nine hotels are reported in Discontinued Operations in the Consolidated Statement of Operations.
Due primarily to the application of fresh start reporting in November 2002, in which these and other assets
were adjusted to their respective fair values, there was no gain or loss on these transactions.
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The following combined condensed table surnrnarlzes the assets and liabilities of the nine hotels as of
December 31, 2002:
December 31, 2002
{8 in thousands)

ASSETS
Current assets: , i .
Cash and cash equlvalents ...... R e e $ 177
Accounts receivable, net ........ .. ... . o el P 517
INVentories .. ...... ..o uuii i e 570
Prepaid expensés and other CUITENE BSSELS .+« .+ e v eeeeeereneen s R 432
Total current assets .................. oo i e 1,696
Property and equipment, net ............. .. L. e . 15,649
Deposits for capital expenditures . . ... R 904
Otherassets .......... ... coiiiiiininanonn. S PP 20
$18,269
| LIABILITIES
Liabilities not subject to compromise ‘
Current liabilities: _ ' ‘
Accounts payable . ... ... $ 330
Other accrued liabilities ................... P, ST, e ' 1,267
Advance deposits .. ...... ... ., e O P 60
Total current liabilities . . . .. e Y e 1,657
Long-term debt subject 10 compromise. . .. ...ttt i e 15,922
Total liabilities .. ...... e PN . $17,579

There were no material changes to the Combined ‘Baiance sheet of the nine hotels between Decehiber 31,
2002 and the date they were conveyed to the lender, in the case of the elght hotels, and the lessor, in the case
of the leased property.

The Company’s strategy is to own and operate a portfolio of profitable, well-maintained and appealing
hotels at superior locations in strong markets. In 2003, the Company developed a portfolio improvement
strategy to accomplish this by:. - : : :

« renovating and repositioning certain of its ex1st1ng hotels to 1mprove performance

« divesting hotels that do not fit this strategy or that are unhkely to do so without significant effort or
expense; and » ‘ .

» acquiring selected hotels that better fit this strategy.

In accordance with this strategy and the Company’s efforts to reduce debt and interest costs, in 2003 the
Company identified 19 hotels, the Company’s only office building property and three land parcels for sale.

At December 31, 2003, 18 hotels and three land parcels were held for sale. One hotel and an office
building were sold during 2003 while four hotels were sold between January 1, 2004 and March 1, 2004. The
net proceeds of sale of the hotel and office building sold in 2003 was approximately $12.3 miilion. In
accordance with SFAS No. 144, all assets sold during 2003 and held for sale at December 31, 2003 (including
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any related-impairment. charges) are included in Discontinued Operations in the Consolidated Statement of
Operations. The assets held for sale at December 31, 2003 and the liabilities related to these assets are
separately disclosed in the Consolidated Balance Sheet. In connection with this strategy, where the carrying
values of the assets exceeded the estimated fair values, net of selling costs, the carrying values were reduced
and impairment charges were recorded. Fair value is determined using quoted market prices, when available,
or other accepted valuation techniques. The impairment charges recorded on assets held for sale, during the
year ended December 31, 2003 were $5.4 million. Where the estimated selling prices, net of selling costs,
exceeded the carrying values, no adjustments were recorded. In addition to the other criteria specified by
SFAS No. 144, management classifies an asset as held for sale if it expects to dispose of it within one year. In
accordance with SFAS No. 144, the results of operations of all assets identified as held for sale (including the
related 1mpa1rrnent charges) are reported in Discontinued Operations. The assets held for sale and the
liabilities related to these assets are separately dlscloscd on the face of the Consolidated Balance Sheet as of
December 31, 2003. See Note 20.

The followmg combined condensed table summarizes the assets and liabilities relating to the properties
identified as held for sale as of December 31, 2003:
December 31, 2003
o (In thousands)
ASSETS

Accounts recelvablc net.......... ................... $ 1,252
TOVENtOrES - . oo vvre s e e S 1,377
Prepaid expenses and other current assets ................c.oiiiiiii.n, 1,039
Property and equipment, net ....... ... .. Lo 61,624
OT ASSEES o v ot ettt e e e 3,275
- ’ $68,567
LIABILITIES .
Accounts payable. ............... A P % 1,234
Other accrued 11ab111tles ........... P e 3,120
AdVANCE dEPOSIES . . ...\ ot e ettt e 390
Current portion of long-term debt . ................ e 771
Long -term debt ... e e e e 52,433
Total liabilities ... ..... I S $57,948

The condensed combined results of operations included in Discontinued Operations for the Successor
year ended December 31, 2003, the Succéssor. period November 23, 2002 to December 31, 2002, the
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Predecessor period January 1, 2002 to November 22, 2002 and the Predecessor year ended December 31, 2001
were as follows:

Successor Predecessor
November 23, 2002 to January 1, 2002 to
2003 December 31, 2002 November 22, 2002 2001

o (In thousands)

Revenues: ‘ ' .
Rooms................. L. $46,451 $ 4,311 $59,549 $ 71,752
Food and beverage............ 11,264 1,596 15,113 © 19,020
Other. . .. S 3,422 534 4,095 5,712

61,137 6,441 78,757 . 96,484

Operating expenses: '

Direct: - . ‘
Rooms.................... 14,439 1,822 18,960 22,158
Food and beverage.......... 8,905 1,409 12,107 15,206
Other..................... 2,483 280 2,795 3,662

25,827 3,511 33,862 41,026
35310 2,930 44,895 55,458

General, administrative and other 29,643 4,471 36,007 - 40,515

Depreciation and amortization . . .. 3,367 857 12,701 16,480

Impairment of long-lived assets . . . _ 5,387 — — 46,837
Other operating expenses ... ... 38,397 5,328 48,708 103,832

(3, 087) (2,398) (3,813) - (48,374)

Interest expense . ............... (3,953) - (183) (3,672) (3,509)

Gain on ‘asset dispositions. ....... 3,085 — — —

Loss before income taxes and -
reorganization items .......... (3,955) (2,581) (7,485) (51,883)

Reorganization items. ........... (648) — 1,652 (3,344)

Loss before income taxes ........ (4,603) (2,581) (5,833) (55,227)

Benefit for incomc taxes ......... — — 1,200 —

Netloss.....covvviinn.. - $(4,603) $(2,581) $(4,633) $(55,227)

4. Bankruptcy Proceedings and Fresh Start Reporting

On December 20, 2001, the Company and substantially all of its subsidiaries which owned hotel
properties filed for voluntary reorganization under Chapter 11 of the Bankruptcy Code in the Southern District
of New York.

At a Confirmation Hearing held on November 5, 2002, the Bankruptcy Court confirmed the Company’s
First Amended Joint Plan of Reorganization (the “Joint Plan of Reorganization”) and, on November 23,
2002, the Company and entities owning 78 hotels officially emerged from Chapter 11. Pursuant to the terms of
the Joint Plan of Reorganization, eight other wholly-owned hotels were conveyed to a lender in January 2003
in satisfaction of outstanding debt obligations and one hotel was returned to the lessor of a capital lease.
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Of the Company’s 97 hotel portfolio, 18 hotels, previously owned by two subsidiaries (Impac Hotels II,
L.L.C. and Impac Hotels I1I, L.L.C.), were not part of the Joint Plan of Reorganization. On April 24, 2003,
the Bankruptcy Court confirmed the plan of reorgamzatlon relating to these eighteen hotels (the “Impac Plan
of Reorganization”). These eighteen hotels remained in Chapter-11 until May 22, 2003, the date on which. the
Company, through eighteen newly-formed subsidiaries (one for each hotel), finalized an $80.0' million
financing with Lehman Brothers Holdings, Inc. (the “Lehman Financing”). The Lehman Financing was
primarily used to settle the remaining amount due to the secured lender of these hotels (See Note 11 of the
accompanying financial statements). The Impac Plan of Reorganization also provided for a pool of funds of
approximately $0.3 million to be paid to the general unsecured creditors of the eighteen hotels.

Pursuant to the Joint Plan of Reorganization, the following significant events took effect in November
2002:

. 5,000,000 shares of Preferred Stock, par value $0.01, initial liquidation value $25 per share, were issued
or reserved for issuance in satisfaction of outstanding debt and other obligations;

« 7,000, 000 shares of common stock, par valué $0.01 per share, were issued or reserved for issuance in
satisfaction of outstanding debt and other obhgatlons

. Class A warrants to purchase an aggregate of 1 510 638 shares of common stock at $18.29 per share
were made available for issuance in satisfaction of outstanding debt and other obligations;

« Class B warrants to purchase an aggregate of 1,029,366 shares of common stock at $25.44 per share
were made available for issuance in satisfaction of outstanding debt and other obligations;

s Previous equity, consisting of an aggregate of 28,479,837 shares, was cancelled, and in exchange the
stockholders received their pro rata share of 207,900 shares of common stock, plus class'A warrants to
purchase an aggregate of 251,823 shares of common stock and class B ‘warrants to purchase an

’ aggregate of 778,304 shares of common stock

« The CRESTS were cancelled and the holders recelved thelr pro rata share of 868,000 shares of the
common stock, plus -class A warrants to purchase- 1,258,815 shares of common stock and class B
warrants to purchase 251,062 shares-of common stock;

+ The 12.25% Senior Subordinated Notes were cancelled and the holders of the notes received their pro
rata share of 4,690,600 shares of Preferred Stock and 5,557,511 shares of common stock;

» The holders of allowed general unsecured claims became entitled to 309,400 shares of Preferred Stock
and 366,589 shares of common stock; referred to as the “dlsputed claims reserve.” Until distributed,
these shares form part of the disputed claims reserve for the pre-bankruptcy petltron general unsecured

" creditors. These shares are periodically distributed-as the dlsputed claims are resolved;

« The Company closed on $302.7 million of exit financing arrangements with Merrill Lynch Mortgage
Lending, Inc. (“Merrill Lynch Mortgage”) which was used to repay previous debt obligations, fund
payments of certain allowed claims and fund portions of certain requ1red cash escrows. This ﬁnancmg
was secured by 56 of its hotels;

» The Company closed on a $6.3 million exit financing arrangement with Computershare Trust
Company of Canada, secured by one of its hotels; . . .

+ Loans from lenders approximating $86.0 million, secured by 21 of our hotels, were reinstated on their
previous terms, except for the extensmn of certaln maturities; and i in the case of certain loans a new
interest rate; and

In accordance w1th AICPA Statement of Position (“SOP”’):90-7, “Flnancral Reporting :by Entities in
Reorgamzatlon Under the Bankruptcy Code,” the Company implemented fresh start reporting effective
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November 22, 2002 (the date on which the exit financing agreement was signed). As a result, assets and
liabilities were recorded based on fair values. The Consolidated Financial Statements subsequent to the
Company’s emergence from Chapter 11 are those of a new reporting entity (the “Successor”) and are not
comparable with the financial statements of the Company prior to the effective date of the Joint Plan of
Reorganization (the “Predecessor”).

As discussed above, in November 2002, the general unsecured creditors became entitled to receive
309,400 shares of Preferred Stock and 366,589 shares of common stock. These shares are being distributed as
claims are resolved.

The status of the distribution to these creditors as of December 31, 2003 was as follows:

Common

7 Stock Preferred Stock
Entitlement on emergence from Chapter 11 ................... 366,589 309,400
First distribution — March 20, 2003 ... (49,256) ) (41,560)
Second distribution — September 30,2003 .................... (141,724) (119,503)
Other distributions, net of shares surrendered from the first two

distributions ........ ... ... e (6,618) © (5,586)
Undistributed as of December 31,2003 ...........0........... 168,991 142,751

The entire entitlement of shares is considered issued and outstanding for accounting purposes. As claims
of creditors are resolved, the Company will continue to make periodic distributions of Preferred Stock and
common stock to these creditors. ‘ :

The effects of the reorganization plan were recorded in accordance with the American Institute of
Certified Public Accountant’s Statement of Position (“SOP”) 90-7, “Financial Reporting by Entities in
Reorganization under the Bankruptcy Code.” Fresh start reporting was applicable because the previous
stockholders received less than 50% of the new voting shares and the reorganization value of the Predecessor
Company was less than the sum of the pre-petition liabilities allowed and post-petition liabilities.

Fresh start reporting principles require that the reorganization value be allocated to the entity’s assets and
that liabilities be stated at the fair value of amounts to be paid.

The reorganization value in respect of the entities included in the Joint Plan of Reorganization was
determined by the Company, the Official Committee of Unsecured Creditors and their respective financial
advisers. The reorganization value -reflects the midpoint of a range of values arrived at by applying various
valuation techniques including, among others: *

a) A comparable company analysis, involving the analysis of enterprise values of public companies
deemed generally comparable to the operating business of the Company and applying the earnings before
interest, taxes, depreciation and amortization (“EBITDA”) provided by this analysis to the applicable
Lodgian entities;

b) A discounted cash flow analysis utilizing a weighted average cost of capital to compute the
present value of free cash flows and terminal value of the applicable Lodgian entities; and

¢) A comparable transaction analysis involving the analysis of the financial terms of certain
acquisitions of companies and sales of assets which were deemed to be comparable to the operating
businesses of the Company and then applying these EBITDA multiples to the applicable Lodgian
entities. :

F-22




LODGIAN, INC. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The projections utilized in the determination of reorganization value were based on a variety of estimates
and assumptions. These estimates and assumptions. are subject to uncertainties and contingencies and may not
be realized. The projections should, therefore, not be seen-as guarantees of actual results.

~In accordance with SOP 90-7, the effects or adjustments on reported amounts of individual assets and
liabilities resulting from the adoption of fresh start reporting and the effects of the forgiveness of debt are
reflected in the Predecessor’s Statement of Operations. All fresh start reporting adjustments are included in
reorganization items. " : : ‘

The application of fresh start reporting on the Predecessor’s balance sheet is as follows (amounts in
thousands):

. . Successor
__Predecessor Fresh Start & Reorganized
. Before Fresh Start  Extinguishment  Exchange of Exit Balance Sheet
- .~ + November 22, 2002 of Debt Stock Financing November 22, 2002
Current assets: ) ] - o .
Cash and cash equivalents........ $ 26,211 $  (541)(a)$ — $ — $ 25,670
Cash, restricted . . ............... 8,399 o - —_. 99 8,498
Accounts receivable, net of ) o o .
allowances .................... 14,392 — — 110 14,502
InVentories . . ......oo.ooeniin.. 7,323 = — — — 1323
Prepaid expenses and other current . : ‘
assets........... Cee e ‘ 8,540 - — 32,259 » 40,799
Total current assets ........... 64,865 (541) — 32,468(d) . 96,792
Property and equipment, net ........ - 884278 - —_ (222,071)(d) 662,207
Deposits for capital expenditures . ... 14,665 — — (1,012)(d) 13,653
Other assets . . .. v.oonneeennnn.. 3,323 L — — 9,051 (d) 12,374
_ _ $967,131 - $ . (541) $  —  $(181,564) $785,026
Liabilities Not Subject to ‘
Compromise ) 7
" Current liabilities: o ' B o
Accourits payable ... .......... $ 12,736 $ — % — 3 — $ 12,736
Other accrued liabilities. . ...... 41,989 1o 12,466(a) — 695(d) 55,150
Advance deposits ............. o 2,089. ; e : — = 2,089
Current portion of long-term . . o
debt ...l L 266 — — 14,284(d) 14,550
- Total current liabilities. . ... .. - 57,080 . 12,466 — 14,979 . 84,525
Long-term.debt................. 7,215 186,038(a) — 294,776 (d) 388,029
Deferred income taxes
Liabilities subject to compromise . . . . 926,387 .. - (562,276) (a) S — (269,695) (d) 94,416
Minority interests ............0.... - 5§20 . — —  (1,527)(d) 3,763
Commitments and contingencies o » -
Mandatory redeemable 12.25%
cumulative preferred stock........ 125,000(e) : 125,000
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' . ‘ Successor
__ Predecessor : " Fresh Start & Reorganized
Before Fresh Start ~ Extinguishment ~ Exchange of Exit Balance Sheet
November 22, 2002 of Debt Stock Financing November 22, 2002
Stockholders’ deficit:
Common stock (new) ........... = — 70(e) — 70
Additional paid-in capital (new) .. ‘-—-A ‘ 206,801(b) (119,284)(¢) 1,706 89,223
Common stock (old) ... ... o 284 — (284) (e) — _ —
Additional paid-in capital (old) ... 263,320 — (263,320) (e) — —
Accumulated deficit . ............ (290,567) - 256,430(c)  255,940(e) (221,803)(d) =
Accumulated other
. comprehensive loss .......... (1,878) — 1,878(e) — —
Total stockholders’ equity - ‘ '
(deficit) ................. (28,841) 463,231 {125,000) (220,097) 89,293
$ 967,131 $ (541) $ — $(181,564) $785,026

(a) The reduction of pre-petition liabilities was achieved through:
. . ‘ (In thbusands)
Settlement In Shares . . . ..o o ot $206,801

Cancellation of debt . ......................... e 256,430 -

Reinstated debt ... ... i e 86,038

Allowed claims accrued ... ... . i e © 12,466

Claims paid in cash ... .. .. . e 541
| ’ ' $562,276

(b) Issuance of new shares to the Senior Subordinated Note Holders, the CREST holders and the general
unsecured creditors.

(c) Gain on cancellation of debt, calculated as follows:
(In thousands)

Liabilities subject to compromise (pre-€mergence) ...........evverennennnn.. $ 926,987
. Liabilities settled and to be settled in cash and shares......................... (490,103)
Reinstated debt .. ... ..o S (86,038)
- Remaining liabilities subject to compromlse (for sub51d1ar1es in Chapter 11 at
December 31, 2002) ... ... i e e e (94,416)
- $ 256,430

(d) Represents the recording of the exit ﬁnanéing'of $309 million (used to repay previous obligations, fund
certain allowed claims and portions of certain required cash escrows) and fair value adJustments
(primarily net write-down of fixed assets of $222.1 million).

(e) Elimination of old equity
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The approximate allocation of the Company s reorganization value as of November 22, 2002 is shown
below:

h ) (In thousands)
Long- term debt .. ......... U e $388,000

Liabilities subject 10 COMPIOMUSE . .« .. e e e et e e e 94,400
Post-petition liabilities including current portion of long-term debt .............. 84,500
Mandatorily redeemable 12.25% cumulative preferred stock .................... 125,000
New equity including minority interest ................coorirrireeeneneno... 93,100

' . $785,000

5. Liabhilities Subject to Compromise

Liabilities subject to compromise at December 31, 2002 refer to known liabilities incurred prior to the
commencement of the Chapter 11 cases, including those considered by the Bankruptcy Court to be pre-
petition claims. These liabilities consisted primarily of amounts outstanding under long-term debt and also
included accounts payable, accrued interest, and other accrued expenses.

The pnn01pal categories of claims classified as hablhtles subject to compromlse in the Chapter 11 Cases
as of December 31, 2002 are identified below:

(In thounsands)

Long-‘term debt and capital lease obligations................. e $91,422
Accounts Payable ................ S e i 2,394
' ' $93,816

The Company recorded all transactions incurred as a result of the Chapter 11 filing and the implementa-
tion of fresh start reporting as reorganization items and classified these separately in its Statement of
Operations. Though the Company continues to incur expenses related to its reorganization proceedings only
those incurred while the entities were in reorganization are classified as reorganization items. Reorganization
items relating to the perlod subsequent to Chapter 11 are included in general, administrative and other
expenses.
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Reorganization items were as.follows:
(% in thousands)

Successor Predecessor
Year ended November 23 to January 1 to Year ended
December 31, November 22, November 22,  December 31,
2003 2002 2002 2001
¢ )] @
Net write-down of fixed assets (fresh ' .
start write-down) ................ —_— $— C$(222,071) % —
Gain on cancellation of debt ......... — — 256,430 —
Fresh start adjustments — other .. .. .. — — 3,938 —
Write-off of deferred financing costs .. — — — (21,517)
Other reorganization items:
Legal and professional fees ........ (455) — (22,315) (3,179)
Loan extension fees .............. (1,500) — — —
Other ...... . ..ot (90) = (3,292) (320)
' $l! 2,045) $— 'S 12,690 $(25,016)
Continuing operations(2} ............ $(1,397) $— $ 11,038 $(21,672)
Discontinued operations(2) .......... (648) = 1,652 (3,344)
$(2,045) $— $ 12,650 $(25,016)

(1) Reorganization expenses, shown in the table above, represent only those expenses relating to the
Chapter 11 proceedings while the related hotels were in Chapter 11.

(2) Reorganization expenses were allocated between Continuing Operations and Discontinued Operations,
based on the values assigned to the respective entities subsequent to the consummation of the plans of
reorganization., T : g

6. Accounts Receivable

Accounts receivable, net of allowances are comprised of:

December 31, 2003 December 31, 2002
(8 in thousands)

Trade accounts receivable. . ... .. . $8,287 $11,684

Allowance for doubtful accounts ........................ (689) (1,594)

Otherreceivables . ... ... .. . i i 571 591
$8.169 510,681
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Allowances for doubtful accounts:

- Balance at . Balance at
- .. -- Beginning of  Charged to Write-offs and End of
Description ] : Period Expenses Recoveries Period

) _ ($ in thousands)
Provision for uncollectible accounts

Year ended December 31

2003 ..., ... AT $(1,594) $ 377§ 528 $ (689)
2002 ... ST (1237)  (1,467) 1110 (1,594)
2001 ... ST SR (1,400) (204) 367 (1,237)

Of the $1 467 charged to expense during 2002, $1, 195 related to the Predecessor period (January 1, 2002
to November 22, 2002) and $272 related to the Successor period (November 23, 2002 to December 31,

2002).
7. Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets are comprised of:

December 31, 2003  December 31, 2002 s
(8 in thousands)

Dep051t for property taxes ....... PR S e $ 4,862 $ 9,100
Prepald insurance ; ............... e D 5,718 . 3,107
Lender- requ1red insurance deposns .............. e 2,774 1,184

- -Deposits and other prepaid expenses.......... PP 3,714 1,727

: ‘ ' ‘ $17,068 $15,118

8.._ Property and Equipment | .
At December 31, 2003 and 2002, property and equipment consisted of the following:

Useful
Lives December 31, December 31,
(Years) 2003 2002
($ in thousands)
Land. ... e — $ 76,624  $100,033
Buildings and improvements ........................... 10-40 437,418 485,400
Furnishings and equipment i 3110 58,817 69,763
: . 572,859 655,196
Less accumulated depreciation ....................0..... (31,860) (3,891)
"~ Construction In Progress ... ...o.covverereenirereninnn..s 22,819 13,260

$563,818 $664,565

As discussed in Note 3, the Company conveyed eight wholly-owned hotels to the lender in January 2003
in satisfaction of outstanding debt obligations and one wholly-owned hotel was returned to the lessor of a
capital lease. In addition, at December 31, 2003, 18 hotels and three land parcels were held for sale. One hotel
and an office building were sold during 2003 while four hotels were sold between January 1, 2004 and
March- 1, 2004, as noted in Note 3 and Note 20 of the accompanying consolidated financial statements.
During 2003, impairment charges of $5.4 million were recorded on assets held for sale while $12.7 million of
impairment charges were recorded on assets held for use. No depreciation is computed on assets held for sale.
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In connection with the Company’s emergence from Chapter 11 on November 25, 2002, the Company
implemented fresh start reporting effective November 22, 2002. As a result, the Company’s assets and
liabilities were based on their respective fair-values. In this regard, the Company recorded a net write-down of
its fixed ‘assets of $222.1 million at November 22, 2002. This net write-down is reflected in rcorganlzatlon
items.

In addition, the Company had evaluated the recoverability of its long-lived assets in accordance with
SFAS No. 121 as of December 31, 2001 and had recorded impairment losses for assets held for use, where the
estimated future undiscounted cash flows were insufficient to recover the carrying value of those assets.

Impairment of long-lived assets was $67.3 million in 2001 ($20.5 million relating to Continuing
Operations and $46.8 million relating to Discontinued Operations). The charge for the 2001 period was
comprised of $6.6 million related to revised estimates of fair value for properties held for sale, $4.0 million
related to one property which was identified as held for sale and also sold in 2001 and $69.0 million relating to
a charge to reduce the carrying value of certain of the Company’s hotels held for future use, offset by a
recapture of $12.3 million of impairment charges related to six hotels that were previously considered held for
sale that were no longer being actively marketed for sale. Of the impairment charges in the 2001 period,
$69.0 million of the impairment charges and the recapture of $8.5 million of previously recognized impairment
reserves were recorded in the fourth quarter of 2001. In connection with its bankruptcy petition on
December 20, 2001, the Company determined that 29 of its hotels were significantly overleveraged. Therefore,
with the approval of the Bankruptcy Court, the Company ceased paying interest to the secured lenders of
these properties from the date of the bankruptcy petition. The Company also concluded that it no longer had
the ability to hold these hotels for a period sufficient for their estimated future undiscounted cash flows to
cover their carrying values. Therefore in accordance with the provisions of SFAS No. 121, the Company
determined that an impairment charge of $69.0 million was necessary to reduce the carrying value of these
assets. In connection with the bankruptcy petition, the Company also ceased marketing for sale, four operating
properties that were previously classified as held for sale. Since these assets were not considered impaired as
the estimated future cash flows from the use of these properties exceeded their carrying values, the Company
recaptured $8.5 million of impairment reserves previously recorded in 1999, 2000 and 2001.

9. Other Assets

December 31, 2003 December 31, 2002
(% in thousands)

Deferred inancing CoStS ... ....oovuueneeneeer i $ 9,207 $ 7,433

Deferred franchise fees .. .. .. T 2,358 4,281
Utility and other deposits ................ ... .ccovv... 615 281
- $12,180 '$11,995
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'10.  Other Accrued Liabilities

At Decg:m}ner '3-1, 2003 and 2002, other accrued liabilities consisted of the following: .
o o - ’ o December 31, 2003 December 31, 2002
§ . ($ in thousands)
Salaries and related costs ............... i, $16,211 $17,293

Property and sales taxes ....... I FE 9,427 14,606
Professional fees. ... .. ......ciu.o i i L 570 807
Provision for state income taxes.......... e 2,361 2,219
Franchise fée acerual ... ... ..ot _ 1,115 ' 1,388
ACCTUCA INTETEST . . o\ o vt L 526 1,524
Accrual for allowed-cldims . . ... oot i i 186 ' 1,749
OthET. . .t 1,036 L1711
' $31,432 $41,297
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11. Long-Term Debt — Other

Set forth below, by debt pool, is a summary of the Company’s long-term debt (including the current
portion) along with the applicable interest rates and the related carrying values of the property, plant and
equipment which collateralize the long-term debt (amounts in thousands).

December 31, 2003

Number Property, Plant and  Long-Term - . .
. of Hotels Equipment, Net(1) Obligations(1) : Interest Rates

- (8 in thousands)

Exit Financing ’ EEN ‘
Merrill Lynch Mortgage Lending, Inc. — Senior. ....... $216,052 - LIBOR plus 2.36%

Merrill Lynch Mortgage Lending, Inc. — Mezzanine . . .. 83281 . (I;IWBOR plus 8.79%
Merrill Lynch Mortgage Lending, Inc. — Total......... 56 401,793 .-299,333 o
Computershare Trust Company of Canada............. 1 14,106 7,521 7.88%
Lehman Financing - : -

Lehman Brothers Holdings, Inc. ..................... 17 69,339 76,449 Higher of LIBOR plus
- 5.25% or 7.25%

Other Financings

Column Financial, Inc. ......... ... ... ... ... ... ... 9 . 61,681 27,300 ‘ 10.59%
Lehman Brothers Holdings, Inc. ..................... 5 38,125 23,409 $16,496 at 9.40%;
$6,913 at 8.90%

JP Morgan Chase Bank .............. ... ... ... 2 8913 10,644 7.25%
DDL Kinser .. ..ooviiii i e 1 3,188 2,385 8.25%
First Union Bank . ....................... ... ... 1 4,297 3,359 9.38%
Column Financial, Inc. .................... ... .... 1 6,491 8,943 9.45%
Column Financial, Ine. ............ ... ..o oo 1 6,120 3,206 10.74%
Robb Evans, Trustee . ......c.vvivieiiniennniniennn. ! 6,365 6,982 Prime plus 4.00%
Total — Other Financings..................c.ooo... 2 135,180 86,228

95 620,618 469,531 6.33%(2)
Long-term debt — other ‘
Deferred interest — long-term ............. ... ... .. — — 4,337
Deferred rent on a long-term ground lease . ............ — — 2,506
Tax notes issued pursuant to our Joint Plan of

Reorganization ... it i, — — 1,957
Other . e — — 551
— — 9,351

Property, plant and equipment —other................ = 4,824 -

95 625,442 478,882
Heldforsale.......... ... ... .. .. i . (18) (61,624) (53,204)

Total December 31,2003 ........... ... ... .. . 77 $563,818 $425,678

{1) Long-term obligations and property, plant and equipment of the hotel in which the Company has a non-
controlling equity interest and does not consolidate are excluded from the table above.
(2) Represents the annual weighted average cost at December 31, 2003.

The fair value of the fixed rate mortgage debt (book value $86.8 million) at December 31, 2003 is
estimated at $86.7 million. '

All of the Company’s property and equipment related to its hotels are pledged as collateral for long-term
obligations. Certain of the mortgage notes are subject to a prepayment penalty if repaid prior to their maturity.
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The maturities of these debt obligations as of Décember 31, 2003 are as follows:

Long-Term .
Obligations Maturities
December 31,2003 2004 2005 2006 2007 2008 After 2008

{8 in thousands)

Exit financing: - o . ‘
Merrill Lynch Mortgage Lending, Inc. — Senior $216,052 $ 3,338 $212,714 § — $" —$% -5 —

Merrill Lynch Mortgage Lending, Inc. — Mezzanine 83,281 1287 81,994 — — - —
Merrill Lynch Mortgage Lending, Inc. — Total . . 299,333 4,625 294,708 — — —_ —
Computershare Trust Company of Canada.... 7,521 222 240 259 6,800 — —
Lehman financing: . ' . :
Lehman Brothers Holdings, Inc. ......:..... 76,449 1,084 75365 @ — - - —
Other financing: . : ‘ !
Column Financial, Inc. . ...........c....... 27,300 2,242 2491 2,768 3,076 3418 13,305
Lehman Brothers Holdings, Inc. ......... el 23,409 482 529 580 21,818 — —
JP Morgan Chase. Bank .................. . 10,644 530 570 615 665 720 7,544
DDL Kinser .........covvnveiiinnnn... P 2,385 98 2,287 — - =, =
First Union Bank ......................... 3,359 56 63 69 3,171
Column Financial, Inc. .......... R . 8,943 398 437 480 528, 580 6,520
Column Financial, Inc. ....... e N 3,206 137 3,069 — —_ _— -
Robb Evans, Trustee ......... e 6,982 6,982 - = — — —
‘ 86,228 10,925 - 9,446 4,512 29,258 4718 27,369
469,531 16,856 379,759 4,771 36,058 4,718 27,369
Long-term debt — other .. ... PR 9,351 478 4,755 391 397 © 382 2,948
’ 478,882 17,334 384,514 5,162 36,455 5,100 30,317

Held fqr sale......... R (53,204) (771)
: U $425678 $16,563

The Merrill Lynch Mortgage loan initially matures on November 24, 2004 and has three one-year
extensions that may be exercised at the Company’s option. The first extension (to November 24, 2005) is
available as long as no events of defaults occur in respect of the payment of principal, interest and other
required payments. The second and third extension terms are available only if no event of default exists and
are subject to a minimum debt service coverage ratio requirement and a minimum debt yield requirement.
The Lehman loan initially matures in May 2005, and has a one-year extension that may be exercised at the
Company’s option. At maturity, the Company plans to either exercise these extension options or refinance
these loans with the existing lenders or with new lenders. The Company also plans to continue to reduce these
loans through property sales and normal principal payments.

S
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Long-term obligations at December 31, 2003 and 2002 consisted of the following:

December 31,
2003 2002
(8 in thousands)

Exit financing;

Merrill Lynch Mortgage Lending, Inc. —Total....................... $299,333  $302,708
Computershare Trust Company of Canada....... e 7,521 6,339
Lehman financing: . ‘

Lehman Brothers Holdings, Inc. ....... .o, T 76,449 —
Other financing: ‘ ,
Column Financial, Inc. ... o oo e 27,300 29,317
Lehman Brothers Holdings, Inc. ......... ... ... ... o it 23,409 23,849
JP Morgan Chase Bank ....... ... o i i 10,644 11,179
DDL Kinser ....... T e e e e 2,385 2,498 -
First Union Bank . ... .o i i i i i e i i i e et i 3,359 . 3,410
Column Financial, InC. ... .. o i i 8,943 9,305
Column Financial, Inc. . ... ... ... . i i . 3,206 3,330
Robb Evans, Trustee . ...t 6,982 7,447
Total — other financing . .................... e 86,228 90,335
Liabilities subject to compromise. . . .. e e — 91,421

. 469,531 490,803
Long-term debt — other:

Deferred interest — long-term ... ........... o i 4,337 —
Deferred rent on a long-term ground lease .. ....................... - 2,506 2,342
Tax notes issued pursuant to our Joint Plan of Reorganization ........ 1,957 2,061
Other........ ..ol RSP 551 518
9,351 4,921
| | | 478,882 495724 .
Long-term debt related to assets held for sale . .... .. S P (53,204) —
Total ... ............... PP, L . $425,678  $495,724
Exit financing:

On emergence from Chapter 11 on November 25, 2002, the Company received exit financing of
$309.0 million comprised of three separate components as follows:

« Senior debt of $224.0 million from Merrill Lynch Mortgage, accruing interest at the rate of LIBOR
plus 2.24%, secured by, among other things, first mortgage liens on the fee simple or leasehold interests
in 55 of the Company’s hotels;

+ Mezzanine debt of $78.7 million from Merrill Lynch Mortgage, accruing interest at the rate of LIBOR
plus 9.00%, secured by the equity interest in the subsidiaries of 56 hotels (the 55 which secure the
senior debt and one additional hotel); and
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« Debt provided through Computershare Trust Company of Canada, a Canadian lender, of $10.0 million
Canadian dollars (equated to approximately $6.3 million U.S. dollars at inception) maturing in
December 2007, accruing interest at the rate of 7.88% secured by a mortgage on the property located in
Windsor, Canada.

In March 2003, as permitted by the terms.of the senior and mezzanine debt agreements, Merrill Lynch
Mortgage exercised the right to “resize” (as defined) the senior and mezzanine debt amounts, prior to the
securitization of the mortgage loan. As a result, the principal amount of the senior debt was decreased from
$223.7 million (initially $224.0 less $0.3 million of principal payments) to $218.1 million, and the principal
amount of the-mezzanine debt was increased from $78.6 (initially $78.7 million less $0.1 million of principal
payments) to $84.1 million. Though the blended interest rate on the Merrill Lynch Mortgage debt remained
at LIBOR plus 4.00% at the date of the resizing, the interest rate on the senior debt was modified to LIBOR
plus 2.36% and the interest rate on the mezzanine debt was modified to LIBOR plus 8.25%. The interest rate
on the mezzanine debt increased to 8.79% as of December 1, 2003. Therefore, the new blended rate on the
Merrill Lynch Mortgage debt is LIBOR plus 4.15%. Furthermore, as a result of the securitization of the
mortgage loan, Merrill Lynch Mortgage no longer has the nght to amend or waive provisions thereunder.

The senior and mezzanine debt matures on November 24, 2004. There are, however, three one-year
options to renew which could extend the maturity for an additional three years. The first option to extend the
maturity date of the senior and mezzanine debt by up to one year (i.c. to November 2005) is available as long
as no events of default occur in respect of the payment of principal, interest and other required amounts.
Because the Company intends to extend the maturity date and believes it will be eligible for that extension, the
Company has reported the senior and mezzanine debt as maturing in 2005. The second and third extension
terms are available only if no events of default of any kind exist and are subject to a minimum debt service
coverage ratio of 1.20x and a debt yield requirement of 13.25% which the Company did not satisfy as of
December 31, 2003. Payments of principal and interest on all three portions of the facility are due monthly. At
maturity the Company plans to either exercise the extension options or seek to refinance the loans with a new
lender.

The senior and mezzanine debt agreements provide that when either (i) the debt yield for the trailing 12-
month period is below 13.25% during the year ending November 2004 (and if the loan is extended, 13.50%,
13.75% and 14.00% during ‘each of the next three years of the loan, respectively) or (ii) the debt service
coverage ratio is below 1.20x, excess cash flows of the mortgaged hotels (after payment of operating expenses,
management fees, required reserves, service fees, principal and interest) must be deposited in a restricted cash
account. These funds can be used for the prepayment of aggregate outstanding borrowings, capital expendi-
tures reasonably approved by the lender, and up to'an” aggregate of $3.0 million of scheduled principal and
interest payments due under these agreements. Funds will no longer be deposited into the restricted cash
account when the debt yield and the debt service coverage ratio are sustained above the minimum
requirements for three consecutive months. On March 31, 2003, the debt yield, for the hotels securing this
debt fell below the then applicable 12.75% minimum threshold and, therefore, the excess cash flow produced
by the hotels securing the Merrill Lynch Mortgage debt was retained in the restricted cash account starting on
May 1, 2003. The restricted cash balance in this account as of December 31, 2003 was $0.9 million. During
2003, $7.5 million was released from the restricted cash account for capital expenditures and scheduled
interest and principal payments. As of March 1, 2004, no cash was being retained in the restricted cash
account. At December 31, 2003, the debt yield and debt service coverage ratio remained below the minimum
requirements. Further, the mezzanine debt.agreement with Merrill Lynch Mortgage requires the Company to
maintain a minimum net worth of at least $10.0 million. :
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Lehman Financing

On May 22, 2003, the Company completed an $80.0 million financing underwritten by Lehman Brothers
Holdings, Inc. (“Lehman”) which was primarily utilized to settle debts secured by the 18 hotels previously
owned by Impac Hotels II, L.L.C. and Impac Hotels III, L.L.C. (both Lodgian subsidiaries). The Lehman
Financing, provided to eighteen newly-formed subsidiaries (one for each hotel), is a two-year term loan with
an optional one-year extension and bears interest at the higher of 7.25% or LIBOR plus 5.25%. The one-year
extension is only available if, at the time of electing to extend and at the initial maturity date, there are no
events of default. If the Company opts for the one-year extension, an extension fee of $3.0 million is payable.
Pursuant to the terms of the agreement, additional interest of $4.4 million is also payable upon the maturity
date (May 22, 2005 or the new maturity date, if the Company opts for the extension). Payments of principal
and interest on the Lehman Facility are due monthly. If an event of default occurs, the rate increases by 325
basis points or 3.25% for the period of the default. At maturity, the Company plans to exercise the extension
option or seek to refinance the loan with a new lender.

The documents governing the terms of both the Merrill Lynch Mortgage debt and the Lehman Financing
contain covenants that place restrictions on the Company and certain of its subsidiaries’ activities, including
acquisitions, mergers and consolidations, the sale of assets, and the incurrence of liens. Failure to comply with
the covenants under our loan agreements would constitute an event of default that would permit acceleration
by the lender. :

Other Financings

On November 25, 2002, the effective date of the Joint Plan of Reorganization, loans approximating
$83.5 million, secured by 20 hotels, were substantially reinstated on their original terms, except for the
extension of certain maturities. The terms of one other loan, in the amount of $2.5 million and secured by one
hotel, were amended to provide for a new interest rate and a new maturity date.

The Company through its wholly-owned subsidiaries owes ‘approximately $10.6 million under Industrial
Revenue Bonds issued on the Holiday Inn Lawrence and Holiday Inn Manhattan, both Kansas properties.
The Industrial Revenue Bonds require a minimum debt service coverage ratio, calculated as of the end of each
calendar year. For the year ended December 31, 2003, the cash flows of both hotels were insufficient to meet
the minimum debt service coverage ratio requirements. The trustee of the Industrial Revenue Bonds may give
notice of default, at which time the Company could remedy the default by depositing with the trustee an
amount currently estimated at approximately $0.4 million. In the event a default is déclared and not cured, the
properties would be subject to foreclosure and the Company would be obligated pursuant to a partial guaranty
of approximately $1.4 million. In addition, the Company could be obligated to pay our franchisor liquidated
damages in the amount of $1.3 million. Total revenues for these two hotels for the years ended December 31,
2003 and the comparative periods were as follows:

(In thousands)

Predecessor year ended December 31,2001 ........... ... ... ... i, $9,148
Predecessor period January 1, 2002 to November 22, 2002.................... - 6,486
Successor period November 23, 2002 to December 31,2002 .................. 684
Successor year ended December 31,2003 ........ ... ... .. i i 8,003

On September 30, 2003, first mortgage debt of approx1mately $7. O million of Macon Hotel Associates,
LL.C. (“MHA”) became due. MHA was not included in the entities that filed for reorganization under
Chapter 11. The Company owns 60% of MHA, and MHA'’s sole asset is the Crowne Plaza Hotel in Macon,
Georgia. The lender agreed to extend the term of the debt to December 31, 2003 and then to June 30, 2004,
while the Company explores alternative financing opportunities. The Company has escrowed foreclosure
documents that will allow the lender to foreclose on the property on June 30, 2004 if the mortgage debt is not
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repaid at that time. If the Company is not able to refinance the debt and the lender does not grant further
extensions, the property would be subject to foreclosure. A foreclosure on the property would constitute a
default of the franchise agreement; therefore the Company could be liable for $0.9 million in liquidation
damages under the franchise agreement. Total revenues for the Crowne Plaza Hotel in Macon, Georgia for the
Year ended December 31, 2003 and the comparative periods were as follows:

(In thousands)

Predecessor year énded December‘31, 2000 . ... L '. B $5,973

Predecessor period January 1, 2002 to November 22,2002 ................... 5,507
Successor period November 23, 2002 to December 31,2002.................. : 437
Succcséor year ended December 31, 2003 ...... (TR RESRRRLEEE 5,595

The debt of approximately $7.0 million is 1nc1uded in the current pomon of long-term debt in the
accompanymg consolidated balance sheet.

On May 20, 2001, promissory notes of approximately $3.9 million secured by the pledge of 100% of the
equity interests of MHA were due. MHA did not make this payment on May 20, 2001. On April 19, 2002,
MHA and the lenders entered into a Satisfaction and Release Agreement whereby the lenders agreed to fully
discharge the indebtedness-under the promissory note of $3.9 million plus related accrued interest approximat-
ing $0.7 million in exchange for payment by MHA of $0.2 million. The resulting gain on extinguishment of
this indebtedness of $4.4 million was recorded in the financial statements for the year ended December 31,
2001, within interest income and other on the consolidated statement of operations.

Working Capital/Related Party Loan

On September 18, 2003, the Company drew down the full availability of $2.0 million under a revolving
loan agreement with OCM Real Estate Opportunities Fund II, L.P. (“OCM Fund II"’). Borrowings under the
facility bear interest at the fixed rate of 10% per annum and were repaid in full in December 2003 out of the
proceeds received from the sale of an office building. During 2003, the Company paid interest to OCM
Fund IT of approximately $42,000. The facility is secured by two land parcels located in California and New
Jersey and matures on May 1, 2004,

Oaktree Capital Management, LLC (“Oaktree”) may be deemed to be the beneficial owner of 1,664,752
shares of the Company’s common stock, including 1,578,611 shares owned by OCM Fund I1.-Qaktree is the
general partner of the OCM Fund II; accordingly, Oaktree may be deemed to beneficially .own the shares
owned by OCM Fund II. Oaktree disclaims any such beneficial ownership.

Russel S. Bernard, a Principal of Oaktree, and Sean F Armstrong, a Managing Director of Oaktree, are
also directors of Lodgian.

" Loan/Franchise agreements

The Company is subject to certain property maintenance and quality standard compliance requirements
under its franchise agreements. The Company periodically receives notifications from its franchisors of events
of non-compliance with such agreements. In the past, management has cured most cases of non- -compliance
within the applicable cure periods and the events of non- -compliance did not result in events of default under
the respective loan agreements. However, in selected situations and based on economic evaluations,
management may elect to not comply with the franchisor requirements. In such situations, the Company will
either select an alternative franchisor or operate the property independent of any franchisor (see Note 18).
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12. 12.25% Cumulative Preferred Shares Subject to Mandatory Redemption

On November 25, 2002, we issued 5,000,000 shares of Preferred Stock (“Preferred Stock™) with a par
value of $0.01 at $25.00 per share. Each share of Preferred Stock has a liquidation preference over our
common stock. The dividend is cumulative, compounded annually and is payable at the rate of 12.25% per
annum on November 21 of each year. As provided by the terms of the Preferred Stock, the first dividend was
paid on November 21, 2003 by means of the issuance of additional shares of Preferred Stock, with fractional
shares paid in cash. We thus issued 594,299 shares of Preferred Stock as dividends and paid cash dividends of
approximately $18,500 for fractional shares. Preferred shares outstanding as of December 31, 2003 were
5,611,760. Changes in fair value of Lodgian’s common stock do not affect the settlement costs of the Preferred
Stock. We expect to issue an additional 17,461 shares of Preferred Stock as dividends to those general
unsecured creditors who have not yet received their shares of Preferred Stock. If any Preferred Stock is then
outstanding, the board of directors will determine whether the dividends due November 21, 2004 and 2005 will
be paid in cash or in kind via the issuance of additional shares of Preferred Stock. The Preferred Stock is
subject to redemption at any time, at our option and to mandatory redemption on November 21, 2012, If we
redeem the Preferred Stock prior to November 21, 2004, the redemption price will be 104% of the liquidation
value per share of the Preferred Stock. The liquidation value will be $25.00 per share plus accrued dividends.
The redemption price is reduced by 1% for each succeeding twelve-month period through November 20, 2007,
after which the Preferred Stock is redeemable for the liquidation value. See Note 4.

On July 1, 2003, in accordance with SFAS No. 150, the Company reclassified the Preferred Stock to the
liability section of its consolidated balance sheet and began presenting the related dividends in interest expense
which totaled $8.1 million for the period July 1, 2003 to December 31, 2003, Prior to the adoption of SFAS
No. 150, the Company presented the Preferred Stock between liabilities and equity in its consolidated balance
sheet (called the “mezzanine” section) and reported the Preferred Stock dividend as a deduction from
retained earnings with no effect on its results of operations. In accordance with SFAS No. 150, the Preferred
Stock and the dividends for the period prior to July I, 2003, have not been reclassified.

13. Stockholders’ Equity

Pursuant to the Joint Plan of Reorganization, in addition to the Preferred Stock, the following securities
became available for issuance in November 2002:

¢ Common stock, 7,000,000 shares, par value $0.01.
+ Class A and B warrants

The common stock is subject to dilution by the Class A & Class B warrants, any incentive shares and any
future shares (See Note 4).

The Class A warrants initially provide for the purchase of an aggregate of 1,510,638 shares of the
common stock at an exercise price of $18.29 per share and éxpire on November 25, 2007.

The Class B warrants initially provide for the purchase of an aggregate of 1,029,366 shares of the
common stock at an exercise price of $25.44 per share and expire on November 25, 2009. See Note 2 for stock
based compensation awards made during the year ended December 31, 2003.

14. Derivative Transactions

In order to manage its exposure to fluctuations in interest rates on its variable rate debt, the Company
entered into three interest rate cap agreements as follows:

+ Two related to the exit financing obtained from Merrill Lynch Mortgage ($299.3 million and
$302.7 million at December 31, 2003 and December 31, 2002, respectively), and
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¢ One reIated to the financing obtained from Lehman ($76.4 million at December 31, 2003).

The two interest rate cap agreements related to the Merrill Lynch Mortgage financing allowed the
Company to obtain exit financing at floating rates and effectively cap those rates at LIBOR of 6.44% plus
2.36%, in the case of the senior debt, and LIBOR plus 8.25%, in the case of the mezzanine debt. When
LIBOR exceeds 6.44%, the contracts require settlement of net interest receivable at specified intervals, which
generally coincide with the dates on which interest is payable on the underlying debt. When LIBOR is below
6.44%, there is no settlement from the interest rate caps. The Company is exposed to interest rate risks on the
exit financing debt for increases in LIBOR up to 6.44%. The one-month LIBOR as of December 31, 2003 was
1.13%. The notional principal amount of the interest rate caps outstanding was $302.2 million and
$302.8 million at December 31, 2003 and December 31, 2002, respectively.

The interest rate cap agreement related to the Lehman financing allowed the Company to obtain
financing at a partial floating rate and effectively caps the interest rate at LIBOR of 5.00% plus 5.25%. When
LIBOR exceeds 5%, the contracts require settlement of net interest receivable at specified intervals, which
generally coincide with the dates on which interest is payable on the underlying debt. When LIBOR is below
5.00%, there is no settlement from the interest rate cap. The Company is exposed to interest rate risks on the
Lehman Financing for LIBOR of between 2% and 5%. The notional principal amount of the interest rate cap
outstanding was $80 million at December 31, 2003.

These derivative financial instruments are viewed as risk management tools and are entered into for
hedging purposes only. The Company does not use derivative financial instruments for trading or speculative
purposes. However, the Company has not elected to follow the hedging requirements of SFAS No. 133.

The aggregate fair value of the three interest rate caps as of December 31, 2003 and the two interest rate
caps at December 31, 2002 were approximately $15,000 and $100,000, respectively. The fair values of the
interest rate caps are recognized in the accompanying balance sheet in other assets. Adjustments to the
carrying values of the interest rate caps are reflected in interest expense.

The notional amounts of the two interest rate caps and their termination dates match the pr1nc1pal
amounts and maturities of the outstanding amounts on these loans.

15. INCOME TAXES

Provision (benefit) for income taxes for the Company is as follows:
V ) Year Ended December 31,

2003 — Successor 2002 — See below 2001 — Predecessor
Current Deferred Total Current(1) Deferred Total Current Deferred Total
(% in thousands)
Federal ................. $ — $— $ — § (430) $— $ (430) § — $— $ —
State and local ........... 178 i 178 (898) i (898) 2,829 _— 2,829
178 — 178 (1,328) —_ (1,328) 2,829 - 2,829
Less: Discontinued

Operations ............. — _— — 1 ,200 _— 1 ,200 — _— -
$178  $—  $178 § (128) $— § (128) $2,829  $—  $2.829

(1) This is comprised of (amounts in thousands):
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Successor Predecessor
November 23, to January 1, to
December 31, 2002 November 22, 2002

Federal .. ... $— $ (430)
‘State and local .......... . 32 (930)
32 (1,360)

Less: A

Discontinued operations ................ccevieviiiie... = 1,200

$32 $_(160)

The components of the cumulative effect of temporary differences in the deferred income tax (liabil-
ity) and asset balances at December 31, 2003 and 2002 are as follows:

2003 2002
Total Current Non-current Total Current Non-current
($ in thousands)
Property and equipment ...... $ 21807 $ — $ 21807 $ 40609 $ — § 40,609
Net operating loss carry
forwards.................. 104,911 104,911 79,909 — 79,909
Loancosts.................. 1,224 1,224 — — —
Legal and workers’ ‘
compensation reserves . ... .. 2,896 2,896 2,918 2,918 —
AMT and FICA credit carry
forwards.................. 2,342 2,342 2,092 — 2,092
Other operating accruals . . .. .. 1,506 1,506 — 2,301 2,301 —
COD reduction in other asset
basis..................... — — — (7,362)  (7,362) —
Other............ ... ... 5,316 5,316 7,157 7,157 —
Total ......... ... ... ... 140,002 4,402 135,600 127,624 5,014 122,610
Less valuation allowance .... © (140,002) (4,402)  (135,600) (127,624) (5,014) (122,610)
$ - $ — 8 — $ — $ — 8 —
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The difference between income _taxes using the effective income tax-rate and the federal income tax
statutory rate of 34% is as follows:

* Successor - Predecessor
.. November 23 to January 1 to
2003 . ° December 31, 2002  November 22, 2002 2001
. . " ’ (8 in thousands)
Federal income tax provision : , : '
(benefit) at statutory federal rate.  $(13,292) -~ $(3,160) | % 3742 $(47,578)
State income tax (benefit), net ... (1,876) \ - (732) (12,929) - (6,717)
Effect of cancellation of debt . .. ... : — — 1 (40,848) . —_
Non-deductible items ...... ...... 72,968 C(74) - (1,932) T m
Change in valuation allowance. . .. 12,378 3,998 50,607 © 56,947
o S ¥/ T ¥ ©(1,360) 2,829
Less.discontinued operations .. .... N — — 1,200 - L
$ 178 32 $ (60) § 2289

At December 31, 2003, the Company 'had established a valuation allowance of $140.0 million to fully
offset its net deferred tax asset. As'a result of the Company’s history of losses, the Company bel1eved that it
was more likely than not that its net deferred tax asset would not be realized and, therefore, provided a
valuation allowance to fully reserve against these amounts. Of this $140.0 million, $12.4 million and
$54.6 million was generated in 2003 and 2002, respectively.

At December 31, 2003 the Cornpany had available net operatmg loss carry forwards of approximately
$270 million for federal income tax purposes, which will expire in 2004 through 2023. Under the Joint Plan of
Reorganization and the Impac Plan of Reorganization, substantial amounts of net operatmg loss carryforwards -
were utilized to offset income from debt cancellations in 2002. Also, the Company’s reorganization under .
Chapter 11, resulted in-an ownership change; as ‘defined in Section 382 of the Internal Revenue Code.
Consequently, the Company’s ability to use the net operating loss carryforwards to offset future income is
subject to certain limitations. Due to these and other limitations, a poruon or all of these net operatmg loss
carryforwards could expire unused ' 3

16. Related Party Transactions -

Richard Cartoon, the’ Company’s Executive Vice President and Chief Financial Officer” between
October 4, 2001 and October 13, 2003, is a principal in a business that the Company retained in October 2001
to provide Richard Cartoon’s services as Chief Financial Officer and other restructuring support and services.
In addition to amounts paid for Richard Cartoon’s services as Executive Vice President and Chief Financial
Officer, the Company was billed as follows for. other support and serv1ces provided by assoc1ates of Richard
Cartoon, LLC : - : : __

’ S . ) y (In t_h‘ousands)
Predecessor year ended December 31, 2001 .................. . e 28 090

Predecessor period January 1, 2002 to November 22,2002 ......... o . L 357
Successor period November 23, 2002 to December 31, 2002. e et 22
Successor year ended December 31,2003 .................... ... SR L0225

Richard Cartoon, LLC continues to provide restructuring and other support to.the Colnpany.

See Note 11 rega’fding the $2.0 million revolving loan.from OCM Fund I to the Company.
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17. Earnings Per Share

~ The following table sets forth the computation of basic and diluted earnings per common share:

Successor . Predecessor
" ... November 23, 2002 to January 1, 2002 to
2003 * December 31, 2002 November 2002 2001

(8 in thousands, except per share data)

Basic and diluted loss per share:

Numerator
(Loss) income — contlnumg . : ‘ L
operations ............... $(27,074) .$ (6,745) $16,999 - $ (87.,537)
Loss from discontinued , : » . :
operations, net of taxes .. .. (4,603) - (2,581) (4,633) (55,227)
“Net (loss) income.......... (31,677) (9,326) 12,366 ~(142,764)
Preferred stock dividend . . . .. (7,594) (1,510) — —
‘Net (loss) income’ ; ‘
attributable to common o _ 1 .
stock e e (39271) 0 0 (10.836) 12,366 (142,764)
(Loss) income — contmumg R . : . .
. operations ............ ... (27,074) - (6,745) . - 16,999 (87,537)
Preferred stock dividend . . . .. (7,594) . (1,510) ' — . =

:(Loss) income from
contlnumg operations
attributable to common

stock before dlscontlnued, o B A ‘ '
operations ... ... e $(34,668) $ (8255) 816,999 $ (87,537)

_Denomlnator:r 3

Dénominator for basic and )
diluted loss per share — [ R .
weighted-average shares ... 7,000 7,000 28,480 28,350

Basic and diluted loss per
“common share:

(Loss) income — contmulng

e s (38 $ 09 | s 060 5 (3.09)
Loss from d1scont1nued . N AR ‘
\ operatlons net of taxcs aet .(0.66) . (037) _©17y . (1.95).
Net (loss) income . ......... ' (4.53) (1.33) ' 0.43 - . (5.04) -

" Net r(lo.ss) income '
attributable to common - . ‘ : ‘ o
stock ...... PRI UDUI (5.61). - (1.55) - b 0.43 e (5.04)

\(Loss) income from
continuing operations
attributable to common
stock before discontinued - ) ‘
operations . ....... e $ (4 95) $ (1.18)

(3-b9)

©w
o
=N
o
o
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The computation-of diluted loss per share for the Successor year ended December 31, 2003, as calculated -
above, did not include -the shares associated with the assumed conversion of the restricted stock (200,000
shares), stock options (options to acquire 472,726 shares of common stock), and Class A and Class B
warrants ‘(rights to acquire ‘1,510,638 and 1,029,366 shares of common stock, respectively) because their
inclusion would have been ant1dllut1ve

The computatlon of diluted loss per share for the Successor period November 23, 2002 to December 31,
2002, ‘as calculated above, did not include the shares associated with the assumed conversion of the Class A
and Class B warrants (rights to acquire 1, 510 638 and- 1029 366 shares of ‘common stock respectlvely)
because their inclusion would have been antidilutive.

The computatlon of diluted loss per share for the:Predecessor periods January 1, 2002 t6 November 22
2002, and year ended  December 31, 2001, as calculated above, did not include shares associated with the
assumed conversion of the CRESTS (8,169, 935 shares) or stock options bécause their inclusion would also
have been antrdllutrve

18. Comrmtments and Contmgencres

Fourteen of the Company’s hotels are sub]ect to long “term ground leases parking and other leases
expiring from 2004 through 2075 which provide for minimum: payments as well as incentive rent payments. In
addition, most of the Company’s hotels hdve non-cancellable operating leases, mainly for operating equrp-
ment. Lease expense for the non: -cancellable ground, parkmg and other leases were as follows: '

- o Continuing  Discontinued Total

" Operations Operations Operatlons
o S s " (In thousands)
Predecessor year ended December 31,2001 ..., . e ' $32609 L $743 $4 352 '
+ Predecessor period January l 2002 to November 22, 2002 ° 3,079 618 3, 697
Successor perrod November-23, 2002 to- December 31, 2002 378 - 124 - '502
Suceessor year ended December 31, 2003 o Sl .'.‘ 4, 002 - 696 o 4, 698

At December 31, 2003, the future minimum commnments for non- cancellable ground and :parking leases
were as follows (amounts in thousands)

2008 . $ 3,320
2005 o e 3,339
2006 . .. e 3,355
2007 e 3,361
2008 . 3,398
;Thereafter .............................................................. 98,012

- $114,785

The ‘Company has entered into. franchise agreements with ‘variods hotel chains. which. require annual
payments for license fees, reservation services and :advertising fees. The license agreements generally have
original terms of between 10 and 20 years. The franchisors may require the Company to upgrade its facilities
at any time to comply with-its.then current standards. Upon the expiration of the term of a franchise, the
Company may apply for a franchise renéwal. In connection with the renewal of a franchise, the franchisor may
require paymen{ of a renewal fee, increase license, rcser\{ation and advertising fees, as well as substantial
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renovation of the facility. Costs incurred in connection with these agreements for the year ended Decem-

ber 31, 2003 and the comparative periods were: , , .
» Continuing » Discontinued Total

. operations operations operations

' ($ in thousands)
Predecessor year ended December 31, 2001 .............. $22,531 $6,053 $28,584
A Predeceésog period January 1, 2002 to November 22, 2002 19,398 4,926 24,324
* Successor period November 23, 2002 to December 31, 2002 1,598 ’ _377 1,975
Successor vear ended December 31, 2003 . e T 20,569 3,816 24,385

" As of March 1, 2004, the Company had been notified that it was not in compliance with some of the
terms of ten of its franchise agreements and had received default and termination notices from franchisors

with respect to an additional five hotels.

In addition; as part of its bankruptcy reorganization proceedings, the Company entered into stipulations
with each of its major franchisors setting forth a timeline for completion of capital expenditures for some of its
hotels. The Company has not completed the required capital expenditures for 35 hotels in accordance with the
stipulations and estimates that completing those improvements will cost $26.1 million. Under the stipulations,
the applicable franchisors could therefore seek to declare certain franchise agreements in default and, in
certain circumstances, seek to terminate the franchise agreement. :

With the exception of one hotel held for sale, the Company believes that it will cure the noncompliance
and defaults on these hotels before the applicable termination dates. If a franchise agreement is terminated,
The Company generally will either select an alternative franchisor or operate the hotel independently of any
franchisor: However, terminating or changing the franchise affiliation of a hotel could require the Company to
incur s1gn1ﬁcant expenses, including hquldated damages, and capital expend1tures

The franchise agreements are subject to termination in the event of a default, including the fa1lure to
operate the hotel in accordance with the quality standards and specification of the licensors. The Company
believes that the loss of a franchise for any individual hotel would not have a matenal adverse effect on its

ﬁnanc1al condition and results of operations.

The Company has maintenance agreements, vprimarily on a one to three year basis, which resulted in the
following expenses: » .

Continuing = Discontinued Total
- operations operations - operations
» . ($ in thousands) v )
Predecessor year ended December 31,2001 .............. - $:3,260 $1,249 $ 4,509
Predecessor period January 1, 2002 to November 22, 2002 2,130 874 3,004
Successor period November 23, 2002 to December 31, 2002 221 96 317
Successor year ended December 31, 2003................ 3,690 , 932 4,622

- As of December 31, 2003, the Company had issued two irrevocable letters of credit totaling $3.6 million
as guarantees to Zurich American Insurance Company and Donlen Fleet Management Services. These letters
of credit. will expire in November 2004 but may require renewal beyond that date. All letters. of credit are
backed by the Company’s cash (classified as restricted cash in the accompanying Consolidated Balance

Sheet).

The Company is self-insured up to certain limits with respect to employee medical, employee dental,
property insurance, general liability insurance, personal injury claims, workers’ compensation and auto
liability. The Company establishes liabilities for these self-insured obligations annually, based on actuarial

_ valuations and its history of claims. If these claims escalate beyond the Company’s expectations, this could
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cause a negative impact onlits future financial condition and results of operations. As of December 31,2003
and December 31, 2002 “the Company had accrued apprommately $10 0 mrlllon and $9 1 million for these _
liabilities.

The Company is party to legal proceedings afising in the ordinary course of business. The outcome of
these matters is_ uncertain. However, management believes that these matters will be resolved without a
material adverse effect on the Company’s financial position or results of operations. Certain of these claims are
limited to the amounts available under the Company’s disputed claims reserve.

19. Employee Retirement) Plans

The Company makes contrlbutlons to several multi-employer pension plans for employees of various
subsidiaries covered by collective bargamrng agreements. These plans are not administered by the Company
and - contributions are determined ‘in accordance with provisions of- negotiated labor contracts. Certain
_ withdrawal penalties may exist, the amount of which are not determinable at this time. The cost of pension
contributions (for unionized and one group of non-union employees) were:

Continning  Discontinued - Total -
Operations Operations Operations
- : : ($ in thousands)
Predecessor year ended December 31,2001 .............. $269 $— $269
- Predecessor period’ January 1,°2002 to November 22, 2002 " 185 — T185 -
Successor period November 23, 2002 to December, 31, 2002 27 — .27
Successor year ended December 31, 2003 T T 260 — 260

The Company adopted a 401 (k) plan for-the benefit of its non-union and one group of union employees
under which participating employees may elect to contribute up to 10% (increased to 15% as of January 1,
2003) of their compensatlon The Company matches an emiployee’s elective contributions to the 401 (k) plan,
subject to certain conditiens. These employer contributions vest immediately. Contributions to the 401 (K)
plan made by the Company were:

L

Continuing Discontinued ' Total

Operations Operations Operations. +
_ S .- ' ($ in thousands)
Predecessor year ended December 31,2001 .............. $410 $— $410
* Predecessor period January 1, 2002 t&' November 22, 2002 254 . 76 330
 Successor period November 23, 2002 to -December 31, 2002 35 10 45

- Successor year ended December 31,2003 ............... 601 76 677

20.  Subsequent Event

Of the 18 hotels wh1ch ‘were held for sale at December 31, 2003, ‘four were sold between January 1, 2004
and March 1, 2004. Summarized below is certam ﬁnanc1al data related to these four hotels:

($ in thousands)

--Aggregate sales pr1ce e e e e RO U i $11,525

‘Carrying values of property, plant & equ1pment as of December 31 2003 ...... ‘ 7,325 .

Long- term debt as of December 31, 2003 ........................ P A . 1,187

Total revenues for the.year ended December 31, 2003 RN e - 9,639

* Total operating expenses for the year ended December 31,2003 ... ... . 9,571
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21. Selected Quarterly Financial Data, Unaudited

The following table summarizes unaudited quarterly financial data-(amounts have been restated, as
appropriate, to give effect to discontinued operations):

Successor
First Second Third Fourth
Quarter Quarter Quarter Quarter

($ in thousands, except per share data)

Year Ended December 31, 2003:

Revenues — continuing operations. ................. P $ 73,292  $82,738 $81,699 § 73,685
Operating expenses — continuing operations .............. 71,414 75,418 73,740 82,213
Loss — continuing operations . ........... ... ... ... (5,521)  (330)  (3,597) (17,626)
(Loss) income from discontinued operations, net. of taxes ... (3,563) (‘2,1‘11) L (49) 1,120
Net foss....... SR e o (9,084)  (2,441)  (3,646)  (16,506)
Net loss attributable to common stock ... ... e (12,860)  (6,259). (3,646) . (16,506)
Basic and diluted income (loss) per common share: ' . C

Loss — continuing operations . .....,.................. $ (0.79) $ (0.05) $ (0.51) $ (2.52)

(Loss) ‘income from discontinued ope‘i'ations, net of taxes (0.51) (0.30) . (0.01) 0.16

Net loss. . ... e e e e e (130) . (035) . .(052) . (236)
~ Net loss attributable to common stock ... ... RN el (1.84) (0.89)  (0.52) (2.36)

’ - Predecessor » : Successor
First . Second Third October 1, to November 23 to
Quarter Quarter Quarter November 22, 2002 December 31, 2002

) ($in thoqsands, except per share data)
Year Ended December 31, 2002 ) )

Revenues — continuing . ’ ‘ - C
OPETALIONS . ...t et $ 76,615 $ 89,532 § 83,508  $49,612 $ 25,306

Operating expenses — continuing : -
operations ................. 73,416 78,394 76,720 44,241 29,668
(Loss) income — continuing ' '
operations ......... S (10,569) 4,008 (3,990) 27,550 (6,745)
(Loss) income — discontinued : - ' ‘
operations, net of taxes ...... (3,861). (545) . (567) - 340 (2,581)
Net (loss) income ............ (14,430) - 3,463 (4,557) - 27,890 ‘ (9,326)
"Net (loss) income attributable to S
common stock . ............. (14,430) 3,463 (4,557) 27,890 (10,836)

Basic and diluted income
(loss) per common share:
. .(Loss) income — continuing - S )
" operations . ............. 8 (037)° $ 014 § (0.14) $ 097 $ .(0.96)
(Loss) income »f'rom B o ' '
. discontinued operations, net : L
of taxes .............. ... (0.14) (0.02) (0.02) 001 ° (0.37)

Net (loss) income ... ..... o051 012 T (0.16) 098 | T (1.33)
Net (loss) income attributable e Lo S ,
-to comnmon stock ......... (0.51). - 0.12 (0.16) .. 0.98 "(1.55)
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2002'Stock Incentive Plan of Lodgian, Inc. .
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Code, dated November 'S, 2002
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Hotel IT1, LLC. Together with the Official Commlttee of Unsecured Creditors Under Chapter 11
of the Bankruptcy Code -
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Bankruptcy Code
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- Code: :
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